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ABSTRACT OF THE STUDY 
The Life Insurance Corporation of India plays an important 
role in providing insurance protection against death and old age 
on the one hand and accelerating the growth of our economy. This 
is obvious because of the fact that the life insurance touches 
every section of the society privileged and under privileged, 
agricultural and industrial labour employed and self-employed 
etc. and provides economic security to all and sundry.The Life 
Insruance Corporation of India 'is an important constituent of 
India's capital market. It collects huge funds for the public and 
invests them in agriculture, industry, transport and in a number 
of other economic activities. 
In the present work entitled "An appraisal of investment 
policies of Life Insurance Corporation of India", an attempt has 
been made to project and highlight the importance of life 
insurance business as an institution which plays an important 
role in the balanced and integrated socio-economic development of 
the country. The growth of life insurance business and the 
pattern of investment of the L.I.C. in the country has been 
examined. 
The work has been divided into five chapters. In the first 
chapter an attempt has been made to study the development of life 
insurance in India. The chapter deals with the socio-economic 
significance of life insurance business and its role in the 
advancement of different sectors of our economy. Further this 
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chapter highlights the trends of life insurance business in 
India. This is evident from the fact that the growth of life 
insurance business upto 1956 (before nationalisation) was mainly 
due to natural factors such as population growth, income growth 
and industrialisation and urbanisation of the country rather than 
through the efforts made in this direction. The sales techniques, 
the service standard and the investment policy adopted by the 
insurers failed to motivate the people. After nationalisation of 
the Life Insruance Corporation of India (L.I.C.), it improved the 
sales and service standard of life insurance business. It 
introduced several types of policies to cater to the needs of the 
urban population. It also explored the rural field. The various 
developmental programmes and training schemes of the L.I.C. had a 
healthy influence on the growth of life insurance business. This 
can be seen from the fact that before nationalisation, the L.I.C. 
in the country was operated from 97 centres which were almost 
entirely urban in character with 245 different insurance 
companies. Today, the L.I.C. conducts it affairs through 600 
centres in the country (through 1280 offices). Starting with a 
meagre Rs.283 crores of life insurance business in 1957, it has 
now reached the figure of Rs.9107.59 crores in 1988-87 in 
individual business alone and Rs.21752.12 crores, taking into 
account the individual assurance and group business together. The 
number of employees in the service of the L.I.C. has also 
increased from 21000 in 1956 to 70000 employees in 1987-88. The 
growth of life insurance business has been estimated on the basis 
of new business, business in force and group insurance have been 
fixed for the period 1988-89 to 1990-91. These targets for 
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individual insurance increased from 53 lakh policies in 1988-89 
to 70.20 lakh policies in 1990-91, showing an overall increase of 
nearly 32.4 per cent. Similarly, the target of group insurance in 
India, i.e. in respect of number of schemes in force will go up 
from 20150 in 1987-88 to 24100 in 1990, indicating an overall 
increase of nearly 19.6 per cent. 
The second chapter is devoted to an examination of the 
determinants of life insurance investment policy. In this chapter 
the concept, principles and characteristics of different form of 
investments have been discussed with regard to investment 
policies of the L.I.C. It has been observed that no security 
justifies the entire investment criteria of safety, yield, 
liquidity and ease of management etc. Government securities 
provide safety of capital and income but poses the problem of 
calculating the interest rate. The return from Government 
securities is also inadequate to meet the contractual obligations 
of the L.I.C. While mortgage provide maximum degree of 'safety' 
they have poor marketability. The procurement, supervision, 
control and procedure for foreclosure in case of failure of the 
borrower to pay the principal or interest, entails heavy 
reponsibilities on the L.I.C. Besides the realisation of 
principal amount and interest in instalments also presents the 
problem of constant investment of small sums of money. Investment 
in real estates, especially in housing besides providing adequate 
yield with possibility of appreciation, enables the Corporation 
to perform a useful social function. But this type of investment 
also involves the problem of management which is considered 
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foreign to a life office. Among corporate securities^ debentures 
produce income dependability but they require careful analysis of 
the financial worthiness of the issuing company. Equities share 
as a hedge against inflation. In a period of rising prices, they 
supplement the limited return received on debentures, and offer 
better chances for appreciation of capital. However, the yield 
c 
from equity shares is more cyclical. In order to insure an 
adequate income in time of depression, the L.I.C. must have a 
substantial portion of its funds infixed income securities. 
The study reveals that the arguments for and against a 
particular type of investment lead to the conclusion that risk is 
inevitable. In a developing economy it is ideal to dream a 'care 
free' investments. This requires that the Corporation must 
diversify its investments in order to maximise yield and minimise 
the chances of losses. By spreading its risks both geographically 
and industrially and by distributing its investments in 
companies, it could earn compensation for losses in one direction 
through profit in another. Such a policy besides protecting the 
fund becomes one of the important source of flow of funds for 
channelising of capital in different sectors of the economy. 
Against this background in chapter third, the pattern of 
investment of the L.I.C. has been examined in relation to the 
overall capital formation and financing of the economy. It has 
been observed that after nationalisation of the L.I.C. of India 
in 1956, the percentage of Government securities to total assets 
has declined but the volume of investment in all types of 
securities has increased absolutely. This increase is partly due 
to the increasing yield on Government Securities and partly due 
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to the passive investment policy followed by the L.I.C. In 
pursuing such a policy the corporation has no doubt earned 
adequate yield to discharge its obligations to the policy-
holders, but it has not taken full advantage of its 
administrative capacity and has not utilised the vast 
accumulation of life fund to the best of its ability. 
The L.I.C. also makes minor investments including mortgage 
loan, real estates, loan to State Government securities and co-
operative for housing schemes and miscellaneous investments. This 
has increased from 13.6 per cent to 36.4 per cent during the 
period under study. The contribution of the Corporation to the 
various housing schemes run by State Governments and Co-operative 
societies, water supply schemes and the various other public 
welfare schemes increased throughout the period under study. 
Thus, the Corporation may be said to be taking interest in the 
public welfare schemes by assisting a number of social welfare 
schemes. 
The study has also revealed that the L.I.C. has to invest 
its funds strictly in accordance with directives and guidelines 
provided by the Government. As a result, the major part of the 
investible funds of the Corporation always remain invested in 
Government Securities even though the yield therefrom is 
comparatively lower, because this rigidity is .to a large extent 
responsible for lowering down the earnings of the Corporation. As 
such, the Corporation should be allowed to exercise more freedom 
to make investment in such securities. The Corporate securities 
emanating from private sector at- present may well be expected to 
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meet the norms of safety and liquidity of investments. In 
addition, these securities also present better prospects of 
higher profitability. 
Chapter fourth compares the investment policy of the L.I.C. 
and other financial institutions like the U.T.I., the I.F.C.I, 
and the I.C.I.C.I. The study reveals that the investment policy 
of the L.I.C. is rigid, inelastic and non-aggressive. While the 
investment policy of the U.T.I., the I.F.C.I, and the I.C.I.C.I. 
is soft, flexible and aggressive. The L.I.C. invests its major 
part of the fund in Government securities. As such, there is no 
risk in the loss of capital. As a result, the yield on these 
securities because of their safety and liquidity feature, have 
generally been lower than on other investments. On the other 
hand, in case of the U.T.I., the I.F.C.I, and the I.C.I.C.I., 
their major funds are invested in Corporate securities with high 
risk. As a result, the yield on these securities is generally 
higher than on other investment. In terms of the rate of increase 
of security holdings, the U.T.I, occupies the top position among 
the institutional holders of securities of private industry. 
These facts underline the pre-eminent position of the U.T.I. in 
the mof^ ftsof industrial financing. The findings of the study also 
confirm the widely-held belief that the U.T.I.'s investments «,y<» 
concentrated heavily in securities of large and well established 
companies as also group companies belonging to leading business 
houses. 
Chapter fifth contains the main findings and conclusions of 
the study. The main purpose of this chapter is to sum up the main 
findings and conclusions of the project. It has been that the 
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volume of investment in all types of securities has increased 
absolutely but its relative share in the total investment has 
varied widely over the study. Percentage of investment in 
Government securities and Corporate securities has declined, 
while the same in the form of minor investment has increased 
considerably the period under study. 
This may be treated as a trend in right direction, both from 
the point of view of the principle of diversification and the 
utilization of national savings for the fulfilment of the wider 
objectives of socio-economic development in the country. 
It has also been observed that the investment policy of the 
L.I.C. with special reference to the economic development and 
capital formation in the country poses an important question to 
be answered in«iy thesis of thts type. The analysis has shown 
that economic changes have had a considerable influence on the 
portfolio structure of the insurers. This has also been proved by 
the experience of the investment pattern of the insurers in other 
countries. In pursuing an active investment policy the insurers 
in foreign countries anticipate economic changes and forecast 
demand for capital funds in the various sectors of the country. 
They devise means to enter the new investment market first and 
take full advantage of their position. This enables them to earn 
more and serve the best interest of their policy-holders. The 
same pattern should be adopted by the L.I.C. in investing funds 
here. 
In the light of the above observation, it can be pointed out 
that the Life Insruance Corporation (L.I.C.) could not succeed in 
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achieving the aims and objectives as was expected from 
nationalisation. One reason for this could be attributed to its 
investment policy which has lagged in many ways. It may also be 
observed that the various financial institutions viz., the 
U.T.I., the I.F.C.I., and the I.C.I.C.I. etc. are investing their 
mobilised money in different sectors and regions of our country. 
The pattern of their investment and broad policy of investment is 
on the same line as those initiated by the L.I.C. The findings of 
the study reveal that the investment policy of the L.I.C. is 
rigid, inelastic and non-aggressive while the investment policy 
of the U.T.I., the I.F.C.I, and the I.C.I.C.I. is soft, flexible 
and aggre s s ive. 
The comparative study also reveals that in terms of the rate 
of increase of security holdings, the U.T.I, occupies the top 
position among the institutional holders of securities of private 
industry. A major contribution of the Life Insruance Corporation 
(L.I.C.) and other financial institutions has been for promotion 
and development of small scale industries in the form of direct 
loans to co-operative societies and other bodies for setting up 
industrial estates which provide necessary infrastructure 
facilities to small scale industrial sector. Additionally they 
provide investment to corporate sector by way of subscriptions of 
shares (both equity and preference) and debentures issues floated 
by companies and by way of grant of terms loans. They also 
provide finance to projects engaged in production of essential 
commodities such as fertilizers, sugar, vegetable oils, cement 
drug, paper, etc. A large amount of their funds are invested in 
socially oriented schemes of the Government, namely, the housing 
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schemes, provision of health schemes, transport, water supply and 
sewerage schemes, social security schemes, electricity, 
agriculture, education, railways etc. It is especially in these 
field that the role of the L.I.C. has got to be enhanced so that 
this important Governmental agency proves to be an institution of 
change for the socio-economic advancement of the country. 
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PREFACE 
The Life Insurance Corporation (L.I.C.) of India plays a 
formidable role in the development of our economy by strength-
ening the individuals propensity to save and in making the 
resourcejavailable for long-term investment. It also performs the 
useful functions of capital formation both in public and the 
private sectors by making huge investments. In the developed 
countries of the West, life insurance business is an expanding 
phenomenon where the per capita growth in national income and 
life insurance are positively correlated. In an underdeveloped 
country like that of our^ also the usefulness of this institution 
can not be over-emphasised.It is one of the major 
institutional investors of India. In the process of providing 
life insurance cover it has accumulated crores of rupees in 
capital funds. The funds have been directed into numerous 
channels where they play an important role in strengthening the 
country's productive capacity and building nation's defence 
potential. 
The development of life insurance has a two fold effect. On 
the one hand, it provides the much needed insurance protection to 
our poor population on an increasing scale, and, on the other, 
it makes increasing finance available for the implementation of 
our developmental plans. The life insurance offers a potential 
source of supply of finance for our five year plans. 
The ways in which the life insurance fund is applied through 
investment are of great importance to policy-holders who are 
dependent upon the safety and profitability of investments. But 
Cii) 
the funds are also of great significance to the national economic 
interest. The socio-economic responsibilities of the L.I.C. have 
considerably increased after the nationalisation of life 
insurance business in the country. Before nationalisation, it v?as 
operated from 97 centres which were almost entirely urban in 
character with 245 different insurance companies. After 
nationalisation of life insurance business, the L.I.C. has become 
the sole custodian of resources. Due to persuasive efforts of the 
L.I.C, the life insurance fund is rapidly growing alongwith the 
growth of life insurance in force. The L.I.C. has now emerged as 
one of the largest saving and investing institutions in the 
economy. 
In the present work entitled "An appraisal of investment 
policies of Life Insurance Corporation of India", an attempt has 
been made to project and highlight the importance of life 
insurance business as an institution which plays an important-
role in the balanced and integrated socio-economic development of 
the country. The growth of life insurance business and the 
pattern of investment of the L.I.C. in the country has been 
analysed. An examination of the pattern of investment of some 
other financial institutions within this country and outside has 
also been attempted to have a comparative study of the pattern of 
investments. 
THE PLAN OF WORK 
The thesis starts with a survey of literature related to 
the area of the present study. It aims to survey the studies 
carried out concerning the investment policy of the Life 
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Insurance Corporation of India. Research work done in the areas 
of growth, pattern of investment, criteria of investment and R&D 
activity of the L.I.G. in India have been analysed. Important 
findings of such studies, their methodology, objectives etc. have 
been briefly mentioned. 
In the first chapter an attempt has been made to study the 
development of life insurance in India. The chapter deals with 
the socio-economic significance of life insurance business and 
its role in the development of different sectors of our economy -
industi-ial, service etc. Further, the chapter highlights the 
trends of life insurance business in India after its 
nationalisation. 
The second chapter is devoted to an analysis of the 
determinants of life insurance investment policy. This chapter 
brings out the concept, principles and investment criteria. 
The -third chapter deals with the investment policy of the 
L.I.C. in relation to the overall capital formation and financing 
of the economy. 
The fourth chapter compares the investment policy of the 
L.I.C. and other financial institutions, like the U.T.I., the 
I.F.G.I. , the I.C.I.C.I.e'/c. 
The fifth chapter computes the main findings and conclusions 
of the thesis. 
(iv) 
METHODOLOGY ADOPTED 
The whole work of this project was divided into two phases. 
In the first phase a detailed study of the existing published 
literature on Life Insurance Corporation of India was made so as 
to get fully acquainted with the subject matter. During the 
second phase of this study the data and literature available and 
pertinent to the study was collected from secondary sources. The 
information and data so collected were systematically arranged 
analysed and interpreted for arriving at certain conclusion with 
regard to the investment policy of the L.I.C. 
The statistics relating to the various aspects of Indian 
Life Insurance enterprises since 1956 have been derived from the 
annual reports and accounts, literature, ordinary and statutory 
reports of the Life Insurance Corporation (L.I.C.) of India. The 
work of presentation of statistics, their analysis, their 
interpretation, the derivation of conclusions and the formulation 
of policies for future guidance has been done for the most part 
on the basis of official data. For carrying out this study the 
data on the L.I.C. of India was collected from secondary sources 
and obviously it may have resulted in minor differences in the 
data presented in this study and those found elsewhere. 
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SORVEY OF LITERATUBE 
A survey of literature related to studies in the field 
of Life Insurance has been made here which shov?s that with 
the exception of studies and stray articles appearing 
occasionally in the press, very little work has been done on 
investment policies of the L.I.C. in India. Some studiea 
relating to the working and investment pattern of the L.I.C. 
in India have been conducted by Eloyd F. Burtchett 
(1939),Henry T. Own (1951), Agarwala (1961), Mohsin (1966), 
Sharma (1967), Bajpai (1975), Franklin & Caroline Woodhead 
(1980), and Khan (1982). 
A publication entitled "Security Pattern of L.I.C.'s 
Investment -- An Evaluation", by Dr. Mishra , examines the 
pattern of investment of the Life Insurance Corporation of 
India from the period 1957 to 1982. The author highlights 
the trends in various issues relating to the investment 
policy of the L.I.C. including Government securities, 
Corporate securities and minor investments. The investment 
of Corporate securities consists of investment in equity 
shares, preference shares and debentures of companies. 
1. Security Pattern of L.I.C's Investment published by 
Dr.Mishra, A.K., The Indian Journal of Commerce, Andhra 
University, Visakapatanam, July-Sept., 1985. 
(xiii) 
Similarly, the minor investment consists of mortgage loans, 
real estates and other investments including loans to State-
Governments and Co-operatives for housing schemes etc. It 
has been found out in the study that the volume of 
investment in all types of securities has increased 
absolutely but its share in the total investment has varied 
widely. Percentage of investment in Government securities 
and Corporate securities has declined, while the same in the 
form of minor investment has increased considerably over the 
period under study. This has been termed by the author as a 
trend in right direction, both from the point of view of 
principle of diversification and the utilisation of national 
savings for the fulfilment of the wider objectives of socio-
economic development in the country. 
Another study entitled "Income and Expenses Pattern of 
the Life Insurance Corporation of India" by M.N. Mishra & 
O.P. Rai has shown the importance of the L.I.C. in the 
country's economic life. The study has highlighted that the 
L.I.C. derived its income through premium, investments, 
miscellaneous sources, and cost of management expenses, 
i.e., commission to agents, salaries and other benefits to 
1. Income and Expenses Pattern of the Life Insurance 
Corporation of India, published by M.N. Mishra & 
O.P.Rai, The Indian Journal of Commerce, Andhra 
University, 1985. 
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staff etc. The main objectives of this study were an 
examination of the pattern of income earned and expenses 
incurred by the Corporation, an assessment of the inter-
relationship among different components of the income and 
expenses, reviewing the growth of income and expenses with 
reference to relevant economic indicators like national 
income wholesale price index., consumer price index and 
aggregate bank deposit etc. and giving suggestions which 
might help the Corporation to jnaxijnise the_expense^. 
The study covered a period of 25 years, i.e., from 
1956-57 to 1981-82 and bifurcated the entire duration into 2 
parts -- one from 1956-57 to 1969-70 and other from 1970-71 
to 1981-82 totalling 13 years and 12 years respectively. 
The main findings of the study are as under"-
Firstly, the Corporation should think seriously of 
reducing its premium rates which has become overdue. The 
mortality rate, the average rate of return on investments 
and the expenses ratio are the main factors which influence 
the premium rates. Secondly, investment pattern of the 
L.I.C. should be so modified as to increase the average rate 
of return. The Corporation should be given more relaxation 
(XV) 
in investing its funds in comparatively high yielding 
securities. Thirdly, there is an urgent need of change in 
the basic approach of the Corporation wherein the 
performance of its staff and offices is evaluated on the 
grounds of new business obtained without taking note of the 
lapses rate which ultimately leads to decrease in income and 
increase in the expenses. Fourthly, the percentage of 
surplus payable to the Central Government should be reduced 
from 5 per cent to 2.5 per cent and the amount so left 
should be utilised, besides other things, for promoting 
insurance hiabits among the people. Finally, the rate of 
first year commission should be reduced to make the renewal 
rates of commission more attractive. The implementation of 
these suggestion according to the author would go a long way 
in motivating agents to take interest in the continuation of 
policies. 
A publication entitled "People's Money for People"s 
Welfare", by R. Naragan , focussed on the objective of the 
L.I.C. and the trends of investment in various sectors in 
the country. The Life Insurance Corporation of India has to 
bear in mind that its primary obligation is to its policy-
1. People's Money for. People's welfare published by 
R.Naragan, The Economic Times, New Delhi, September 1, 
1986. 
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holders whose money it, holds in trust, and hence it must 
work as for as possible on business principles. It should 
never lose sight of the fact that, as a single largest 
investor in India, it has to keep in mind interests of the 
community as a whole. It should, therefore, invest in 
ventures which further the social advancement of the 
country. 
The study covered 29 years, i.e., from 1957 to 1986. 
The author has shown how the L.I.C.'s funds are invested in 
various socially purposive sectors such as electricity, 
water supply and sewerage disposal, housing and industrial 
estates. The trend showed that the total fund of the L.I.C. 
has increased from Rs.410.41 crores in 1957 to Rs.12665.95 
crores in 1986, while in the year 1957, 63.49 per cent of 
the total life insurance fund of the Corporation was 
invested in Government securities. On 31.3.1986 about 79.48 
per cent of the total life insurance fund of the Corporation 
has been invested in the socially oriented sectors including 
government securities. The trend also showed that the 
L.I.C.'s total investment has increased from Rs.381.90 
crores in 1957 to Rs.12264.15 crores in 1986. The study has 
covered the socially purposive sector but it lacks because 
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it has not covered the L.I.C.'s role in the development of 
rural areas of the country. 
A book entitled "Investments and Investment Policy" by 
Floyd F.Burtechett in 1939, described the concept, meaning, 
principles of investments. Further the study provided a 
technical description of the contracts of the private 
enterprise. The terms under which capital is obtained, 
utilised, and managed in modern industry may, however be 
easily over-emphasised and this technical discussion has 
purposely been brief. The author focussed on the traditional 
outline for treatment of Civil obligations. The study is 
further concerned with investment policy which can not be 
segregated from speculation. The whole study is based on 
theoretical aspects. 
A study entitled "Life Insurance Finance in India", was 
2 
carried out by Bajpai in 1975 wherein he has looked into the 
development and financial structure of the Life Insurance 
Corporation of India and has examined that the flow of 
people's savings in the form of yearly premium income has 
been steadily increasing. It was Rs.88.65 crores in 1957 but 
1. Floyd F. Burtechett, Investments and Investment Policy, 
Longmans, Green and Co. New York, London, Tronto, 19.39. 
2. Bajpai, O.P., Life Insurance Finance in India, 
Vishwavidyalaya Prakashan, Varanasi, 1975. 
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during 1970-71 the yearly premium income rose to Rs.212.15 
crores. This shows an increase of 228 per cent during the 
period under study. The ratio of the life insurance in force 
to national income was nearly 20 per cent in our country as 
against 190 per cent in Canada, 159 per cent in the U.S.A. 
and 94 per cent in the U.K. 
The author further highlights that there is regular and 
steady flow of people's savings through life insurance. The 
systematic purchases of life insurance protection resulted 
in the accumulation of huge funds with the life offices. 
These funds were made available to the national economy 
through investment in the form of Government and industrial 
securities, mortgages and loans, and a number of other 
sectors like agricultural sector,transport, housing, 
education schemes, etc. 
The study under reference has examined the nature and 
volume of people's savings through life insurance and the 
possibility of increasing them through reduction in the cost 
insurance and expansion of life insurance business, and has 
related the life insurance finance to the growth of Indian 
economy. 
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The main findings of the study are as follows: 
(a) The life insurance has vast untapped potential in our 
country, both in the rural and urban areas. Premiums have to 
be reduced to bring the social security within the easy 
reach of the poor population, and there is considerable 
scope for this. Reduced premiums and an effective and 
devoted sales force are the need of the hour. Then alone 
effective mobilisation of savings and the spread of the 
message of life insurance far and wide and deep into far off 
rural areas will be possible. 
(b) The L.I.C. should economies expenditure and bring down 
cost ratio by considerable expansion of business and spread 
of over-head over a larger volume. 
(c) The L.I.C. needs freedom from captivity in framing its 
investment policy. The Government's pressure in asking it to 
invest in low-yielding outlets, in addition to statutory 
requirements, has robbed it of the flexibility so necessary 
in investment matters. 
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(d) The Corporation should make direct investment in 
rural areas in farm mortgages and others in a big way in 
order to make a direct impact on the rural population which 
is completely ignored by the Corporation's activity in this 
field. 
(e) Financing of small business, both urban and rural, 
?ias been completely neglected. In our economy small business 
plays an important part. It has to be boosted up. 
(f) The L.I.C. should step up its investment to relieve 
housing shortage both urban and rural. 
Peter J. Franklin and Caroline Woodhead conducted a 
study entitled "The U.K. Life Assurance Industry", in 1980. 
The author looks into the radical changes in the British 
insurance policy. The British financial system, its markets 
and institutions, have undergone major and often radical 
changes. Among these changes in the life insurance industry 
have been particularly important and often dramatic, 
affecting both the image and structure of the industry, and 
even the types and choice of product available. Despite 
1. Peter J. Franklin and Caroline Woodhead, The U.K. Life 
Assurance Industry, Groom Helm London, 1980. 
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these changes, the life insurance industry still provides 
the U.K. economy with one of its major forms of contractual 
savings. Merely in terms of the flow of funds to life income 
of the domestic ordinary life assurance business of the 
members of the Life Office Association exceeded /jT 2900 m, 
and as a portion of annual savings by the personal sector, 
life insurance premiums amounted to over 24 per cent. 
Similarly, in terms of the proportion of personal disposable 
income on life assurnace, the industry should not be 
ignored. The amount of personal disposable income spent on 
life assurance has shown more or less continuous growth, 
such that as a proportion of Gross National Product 
(G.N.P.), the expenditure on life assurance in the U.K. 
exceeds the amounts spent in Holland, West Germany and even 
Japan. 
The importance of the industry as a source of savings, 
however,should not be allowed to conceal its importance as a 
source of finance for industry and trade. Nor should it be 
allowed to conceal its increasing importance as a 
participant with the capital markets. Indeed, estimates of 
the patterns of ownership are notoriously unreliable, the 
most recent estimate by Erritt and Alexander has shown that 
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the insurance companies held roughly 15.9 per cent of the 
market value of beneficial shareholdings in 1975. In the 
same year, the life offices as a whole invested more than 
1700 m, of which ^ 214 m was invested in shares. The main 
approach throughout the study has been to treat the life 
assurance industry with the tool and methods commonly used 
by industrial and micro-economist. 
The findings of the study indicates that in 1973 a 
total of 44 overseas life offices were writing ordinary 
long-term class (OLT) business in the U.K., with a total 
premium income in excess of ^ 144 m, the top five of these 
44 firm accounted for 62 per cent of the market share of 
overseas companies. The growth rate of these companies, when 
compared with British companies of a similar siae, between 
1973 and 1876, appear to be slightly lower. It seems, 
therefore, unlikely that they will be able to increase their 
share of the U.K. market in the immediate future. Although 
the statistical evidence is by no means exhaustive, it is 
clear that the U.K.life offices are maintaining and 
increasing their share of domestic and foreign life 
assurance market. The available evidence suggests that they 
are performing well in the competitive environment within 
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which they operate. In addition, earnings from overseas are 
making a significant contribution to investible earning on 
the U.K.'s balance of payments. 
Agar^ala carried out a study entitled "Life Insurance 
in India -- A Historical and Analytical study" in the year 
1961. This study makes an intensive study of the private 
ownership phase of life insurance enterprise in India 
extending over a period of 42 years, i.e., from 1914 to 
1955, and compares its working during this period with its 
working as a nationalised enterprise since 1956. It is a 
historical, analytical and constructive study. A historical 
study of the growth of the life insurance institution of 
India has been made. Historical aspects of every problem 
has, again, been taken into account whenever relevant or 
likely to be useful. As a matter of fact, life insurance has 
acquired prominance only recently in this country. 
Therefore, for the purpose of analysis the period often kept 
by author in view is approximately the last decade and a 
half, though it has not been strictly followed in every 
instance. 
1. Agarwala, A.N., Life Insurance in India -- A Historical 
and Analytical Study, Allahabad Law Journal Press, 
Allahabad, 1961. 
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The main objectives of the study have been an 
examination of the investment policy of ttie L.I.C., and a 
comparison between India and other foreign countries. The 
entire study is mainly based on the secondary data published 
by national and international agencies and discussion held 
with the senior executives of selected insurance companies. 
The study has been divided into 3 periods, i.e. 1914 to 
1922, 1929 to 1948 and 1949 to 1954. 
The main findings of the study are given below: 
(i) The tendency of Government securities to decline in 
relative importance and of Corporate securities to increase, 
had been generally in existence throughout the 41 years 
commencing from 1914. This tendency was in evidence in the 
first, second as well as the third period. This therefore, 
appeared to be a stable and enduring secular trend, though 
it was rather weak in nature. 
(ii) Mortgagees and loaners were gainers in the first 
period, i.e., from 1914 to 1928 and real estates was 
nominally a loser , but in the second period, i.e., from 
1929 to 1948 all of them lost. In the third period, i.e., 
from 1949 to 1954 however,all of them improved their 
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position. This shows that a tendency towards slight 
diversification of insurance investments had ultimately set 
in the last period. 
(iii) Government securities and Corporate securities had 
throughout maintained first and second position respectively 
in order of importance, though their collective position 
showed a slightly declining tendency. Collectively, they 
formed 75 per cent of total assets in 1914 to 1928, 72 per 
cent in 1929 to 1948, and 70 per cent in 1949 to 1954. 
The outstanding features of insurance investments in 
India during the first 41 years of private enterprise, as 
such are (a) continued dominance of Government securities 
associated with moderate decline in their relative position, 
(b) regular and growing consolidation, though of a moderate 
degree, of the position of Corporate securities, and (c) 
signs of slight diversification in respect of minor 
investments during later years. The situation may, on the 
whole, be pronounced to be comparatively rigid and 
inelastic. 
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A book entitled "Fundamentals of Life Insurance" by 
Henry T. Owen published in 1951, highlighted the various 
aspects of the life insurance in general. The study mainly 
emphasised on the criteria of the investment. Many 
considerations were listed that enter into the selection of 
securities or other investment commitments, especially if 
the particular needs of various investors are to be 
considered. Some of these are safety of principal, 
protection of principal against changes in the purchasing 
power of money certainty and stability of incomes, stability 
of purchasing power of income, marketability, liquidity, 
taxability or tax exemption and satisfactory duration or 
maturity. The entire study is based on the theoritical 
aspect of the subject. 
In a study entitled "Organisation of Indian 
Insurance", conducted by Sharma in 1967, an attempt has been 
made to analyse the evolution of insurance and its role in 
economic growth and a brief discussion of the principles 
governing the life insurance contract and its role in 
1. Henry, T. Owen, Fundamentals of Life Insurance, Prentice-
Hall, New York, 1951. 
2. Sharma, S.P., Organisation of Indian Insurance, Allied 
Publishers Private Limited, New Delhi, 1967. 
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economic growth, and provides an analysis of the history of 
life insurance in India. Nationalisation of life insurance 
was an important landmark in the sphere of insurance and as 
such post-nationalisation problems have been examined in 
greater detail. 
According to this work the life insurance business 
showed a downward trend in 1966-67, when 14.12 lakhs 
policies assuring over Rs.770 crores were issued as against 
15.61 lakhs policies assuring Rs.798 crores in the preceding 
year. The average sum assured of settling claims was speeded 
up. About 69 per cent of the new policies issued were sums 
between Rs. 1000 and Rs.5,000, and over 70 per cent thereof 
were issued to persons assuring for the first time. There 
was a slight improvement in this respect as also in rural 
business. Total policies issued to persons in rural areas 
were 5.07 lakhs policies (36 per cent of the total policies 
issued in India) assuring Rs.217.22 crores as against 5.58 
lakhs policies (35.9%) assuring Rs.220.62 crores in 1965-66. 
The foreign business was 5,887 policies assuring Rs.12,33 
crores in 1966-67 as against 6,445 policies assuring Rs. 
8.50 crores in 1965-66. The total business in force on 31st 
March 1967 was Rs.4736 crores under 121.39 lakhs policies as 
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against Rs.4,394 crores under 115.89 lakhs policies showing 
a rise of 7.78 per cent. The life insurance fund in 1967 was 
Rs.1,123.90 crores as against Rs. 977.56 crores in 1966. The 
total investments pertaining to life insurance business were 
Rs. 1077.93 crores at book value as against Rs. 1051.62 
crores in the last years. Of the total investments, 7 3.4 per 
cent was invested in public sector, 6.9 per cent in the co-
operative sector, 0.7 per cent in the joint sector, and 19 
per cent in the private sector. 
A published doctoral thesis entitled "Investment of 
Life Insurance Corporation's Fund" in 1966 by Mohd. Mohsin 
has reviewed the current economic thought which led to the 
nationalisation of life insurance business in India. The 
study has confined the analysis on two major issues, viz, 
(i) the effective mobilisation of public savings,and (ii) 
efficient financing of economic development. The study is 
highly illuminating and revealing and Yias proved with 
statistical data that much of the aspirations of 
nationalisation did not materialise to an appreciable 
degree. The author has maintained that the growth of life 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Aligarh, A.M.U., 1966. 
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insurance savings, though related to economic development, 
have lagged behind the rate of capital formation in India. 
Again, the author has pointed out that the growth of life 
fund has created serious problems in the stock exchanges. 
The study also concluded that due to the liability-
characteristics of the L.I.C. its investments flowed in 
fixed earning securities of well established concerns as 
against the financing of new and untried industries. This 
was detrimental to the economic development of the country. 
The author has urged that the L.I.C. should depart from 
orthodox investment channels and make a definite change in 
its investment policies. From the angle of liquidity, and 
safety, the L.I.C. must invest in those ventures which 
favour economic and social development of the country as a 
whole. The author has further suggested that the Corporation 
needs re-thinking on its investment policy and consequental 
changes are necessary to rationalise the investment policy 
of the L.I.C. The study covered the period from 1956 to 
1960. The author has made use of mainly secondary data in 
arriving at the findings and conclusions of this study. 
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Khan in his work entitled "Industrial Finance" in 1982 
has examined the L.I.C.'s role in terms of its annual 
security purchases as well as security holdings on 
particular dates. Apart from being an institutional source 
of finance to industry, the L.I.C. also participates, 
together with other public financial institutions, in the 
management and control of private industry. The L.I.C.'s 
purchases of industrial securities, reflecting its direct 
financing, consists of underwriting of corporate issues of 
capital in the new issue market. In addition to under 
writing and purchases of industrial securities, the L.I.c. 
finances the industrial development partly indirectly 
through subscriptions to the securities of other industrial 
financing institutions and partly through direct lending to 
industrial enterprise in the private corporate sectors. The 
author focussed on the U.T.I.'s investment in corporate 
sector and its role as a buyer as well as a holder of 
industrial securities. The financing of corporate 
enterprises by the U.T.I, is partly through underwriting of 
issues of capital in the new issue market. The emerging 
socio-political and economic changes in India having far-
1. Khan, M.Y., Industrial Finance, Tata McGraw-Hill, 
Publishing Company Limited, New Delhi, 1982. 
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reaching effect on banking policies and practices vis-a-vis 
industrial financing have also been discussed by the author. 
Almost the entire data on which the empirical analysis 
is based are original, collected from widely-scattered 
primai-y sources through questionnaires, published annual 
accounts etc. The supplementary information was sought-
through personal interviews. The study not only presents the 
empirical findings but also attempts to underscore the 
rationale underlying them. 
The main findingfs of the study may be listed as under: 
The underwriting of capital issues of corporate 
enterprises by the L.I.C. has been an extension of its 
investment operations and not a business in itself. In other 
words,the approach of the L.I.C. to underwriting is that of 
an investor and not one of a catalytic agent to generate 
public subscriptions. The participation of the L.I.C. in the 
new issue market has been largely influenced by its 
investment policy. The approach of the L.I.C. to the 
underwriting of industrial issues is highly selective and, 
therefore, its influence is not operated to all segments of 
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the corporate enterprises. Ttie restrictive nature of the 
L.I.C.'s behaviour is also reflected in the small support to 
issue of new and small companies. The state-wise and 
industry-wise records are similarly indicative of a similar 
conclusion. The comparative study has also revealed that the 
U.T.I. has emerged as an important constitutional holder of 
corporate securities. It ranks as the second largest holder 
of industrial securities next to the L.I.C. In terms of the 
rate of increase of security holdings the U.T.I. occupies 
top position among the institutional holders of securities 
of private industry. These facts underline the pre-eminent 
position of the U.T.I, in the Indian system of industrial 
financing. The findings of the study also confirm the 
widely-held belief that the U.T.I.'s investment are 
concentrated heavily in securities of large and well 
established companies as also group companies belonging to 
leading business houses. As an important constituent of the 
organisation of New Issue Market (N.I.M.) in India, the 
U.T.I, provided a fairly strong support to the underwriting 
system. 
DEVELOPMENT OF LIFE INSURNACE 
BUSINESS IN INDIA 
CHAPTER-I 
DEVELOPMENT OF LIFE INSORANCE BUSINESS IN INDIA 
INTRODUCTION 
Life insurance is one of the most popular forms of 
insurance. Although, it came into existence in the 
sixteenth century, it holds, at present, a top position as 
compared to other forms of insurances. In its modern form, 
it provides economic security and protection against the 
risk of early death, old age or injury and is at the same 
time a unique mode of investment. In India, the life 
insurance business has undertaken enormous responsibilities 
of spreading the message of life insurance to the remotest 
corners of the country particularly to the rural areas and 
to the socially and economically backward segments of our 
society. This chapter examines the historical background of 
life insurance business in India and highlights the role of 
life insurance business in strengthening our economy. 
HISTORICAL BACKGROUND OF LIFE INSURANCE BUSINESS 
The life insurance business in India started in the 
19th century when the first Indian company, the Bombay 
Mutual Life Assurance Society Ltd., was formed at Bombay on 
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December 3, 1970. In the beginning, the number of life 
insurance companies was small and the scale of operations 
were also very limited. In real terms the life insurance 
business in India began when British Companies started life 
insurance transactions in India mainly for the benefit of 
European civilians and soldiers. Occasionally, they also 
issued policies on Indian lives, but it cannot be termed as 
Indian insurance in the true sense of the term. The very 
first policy on Indian lives was issued in 1945 by the 
p 
"Royal" in favour of "Cursetjee Furdoonjee" . 
In 1874, a company, namely, the Oriental Government 
Security Life Assurance Company Ltd., was formed followed by 
the Indian Life of Karachi (1892), The Bharat of Lahore 
(1896) and the Empire of India, Bombay (1897). To start 
with the progress of Indian insurance companies was slow 
mainly due to competition from the foreign companies having 
longer standing, bigger resources and Governmental 
patronage. However, a larger number of companies were 
1. Bajpai, O.P., Elements of Life Insurance, Kitab Mahal, 
Allahabad, 1959, p.168. 
2. Ahmad, M.M. & Khan, M.A., Theory and Practice of 
Insurance, Aligarh, A.M.U., 1977, p.406. 
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formed after the Swadeshi Movement of 1905. According to an 
investigation of life insurance in foreign countries made by 
the Consular Officers of the United States in the year 1905, 
26 foreign life insurance companies, including one American 
life office, operated in Indian in that year . Between 1903 
and 1912 alone, 38 life insurance companies were formed all 
over the country . These included the National (1906), the 
Asian (1911) etc. Of these, as many as 26 were closed down 
within a short period of time. During the same period about 
500 provident societies were floated and many of them also 
closed down their business shortly after inception. To 
exercise a measure of control, therefore, the Government 
passed the first Insurance Act in 1912 . 
The passage of the Act was a landmark in the history of 
life insurance in India. During the First World War, the 
life insurance in the country suffered a setback. The 
investments of the life insurance companies depreciated in 
1. Agarwala, A.N., Life Insurance in India, Allahabad Law 
Journal Press, Allahabad, 1961, p.10. 
2. Ahmad, M.M. & Khan, M.A., Theory and Practice of 
Insurance in India, op.cit., p.407. 
3. Ibid., p.407. 
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value and so they had to suffer considerable losses. The 
Swadeshi Movement led to a resentment for the control of 
this vital sector of India's economic life by foreigners and 
a number of life insurance companies were set up many of 
which were financially and acturially unsound and came to 
grief in the wake of 1912 legislation. The 1912 Act, as the 
first legal step taken to regulate life insurance business 
in India, which put it on a sound footing, proved 
instrumental in creating a healthier atmosphere but the 
number of Indian life offices working during this period was 
not large. 
In the year 1919, the Indian Companies had to face 
severe competition from foreign companies which were better 
managed and better run. The management expenses of Indian 
Companies were also mounting up. A significant trend in the 
development of life insurance business was visible from 1930 
onwards when Indian companies started doing business outside 
India also. They started insuring lives in British East 
Africa and in Near East. They also offered attractive terms 
and bonuses to policyholders. During 1929-1939 alone, as 
many as 172 insurance companies were floated all over the 
country. But the end of 1938, the competition among the 
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Indian insurers themselves had begun. In the reckless 
competition they completely ingnored the principles of 
constant vigilance, strict economy, careful management, 
skilled underwriting and, above all, the principles and 
criteria of investment. In order to create confidence among 
the policy-holders and to exercise a closer control over the 
numerous matters of management, investment of funds and 
expenditure of insurance offices, the Government enacted the 
Insurance Act 1938 which was an improvement over the 1912 
Act. The Act provided for the establishment of the 
Department of Insurance under authority of the 
Superintendent of Insurance (later designated as Controller 
of Insurance). The main feature of the Act was that for the 
first time in the history, the whole business was unified 
and controlled by statutory rules and regulations at 
Government level. 
In 1947, with the attainment of independence the growth 
of insurance business became the responsibility of the 
State. A committee headed by Sir Cowasjee Jahangir was 
appointed by the then Government to enquire into the 
acquisition of control of insurance companies, the 
1. Ahmad, M.M. and Khan, M.A., Theory and Practice of 
Insurance, op.cit., p.409. 
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manipulation of their funds on acquisition, and the possible 
repercussion of the interlocking of funds between banks and 
insurance companies. The Act sought, among other things, to 
place restrictions on investment of funds, to prohibit 
interlocking of funds of insurance and banking companies 
and to limit their expenses. The Act succeeded in checking 
the expansion of insurance business to unhealthy directions. 
In 1951, when India embarked upon a planned economic 
development of the country and launched the First Five Year 
Plan, the country required substantial funds which only an 
organised life insurance business could have provided. 
Unfortunately, a large number of cases involving misuse of 
funds of the new offices by the directors were noticed. One 
of the most important lacuna was that no effort was at all 
made by the insurers to penetrate into the rural areas. 
Before 1956, when the life insurance business in India 
was nationalised, postal insurance alone represented the 
Government participation in India in life insurance 
business. Postal insurance dates back to 1883, when it was 
established for the benefit of postal employees and the 
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maximum amount on a single life was fixed at Rs.4,000 . 
Later on postal insurance was thrown open to all the 
Government servants and the maximum limit was also raised. 
Record business was transacted in 1955 and the average size 
of life offices increased and surpassed the Rupees one crore 
mark in respect of the insured amount of policies annually 
issued. The average sum of life policies had also crossed 
Rs.3,000 level in 1954 . The investment pattern of these 
funds led to the emergence of a real investment policy for 
the first time in the country. A comprehensive bill, 
completely nationalising the life insurance business, was 
introduced shortly thereafter, and resulted into the Life 
Insurance Corporation Act, 1956 . The Act lays down that 
every policy issued by the life insurance business would be 
guaranteed by the Government of India . 
After having discussed the historical development of 
life insurance business in India in the early stages, I 
1. Agarwala, A.N., Life Insurance in India, Op.cit., p.10. 
2. Ibid., p.10. 
3. Ahmad, M.M., & EQian, M.A., Theory and Practice of 
Insurance, Op.cit., p.411. 
4. Khan, M.A., Theory and Practice of Insurance, Op.cit., 
1977, p.411. 
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shall now turn to deal with the pattern of growth of life 
insurance business in India since its nationalisation in 
1956. 
The nationalisation of life insurance business aimed at 
widening and deepening all possible channels of public 
savings. It was an important step towards mobilising 
savings. It was in fact with the above mentioned objective 
that the life insurance business was nationalised in India 
and the L.I.C. came into existence in September 1956. The 
reasons for nationalisation incorporated in the statement of 
objects and reasons of the L.I.C. Bill 1956 were: 
"To ensure absolute security to the policy-holders in 
the matter of his life insurance protection, to spread 
insurance more widely and in particular to the rural areas 
and as a further step in the direction of more effective 
mobilisation of public saving' . 
Shri C D . Deshmukh the then Finance Minister of the 
Government of India, who was instrumental in bringing about 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Aligarh, A.M.U., 1966, p.51. 
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the nationalisation of life insurance business gave the 
following reasons for it^: 
(i) Gross mismanagement of some private managed companies, 
(ii) Unduly high expenses of management of life Insurance 
Companies, 
(iii) High losses 
(iv) Non-Coverage of the rural population, 
(v) High rates of premium, 
(vi) Unsuitable investments leading to failures of some 
companies. 
(vii) Undue delay in the Settlement of claims, 
(viii) Concentration of economic and financial powers in the 
hands of a few individuals, 
(ix) The need felt by the Government to mobilise financial 
resources for the successful implementation of its 
Five Year Plan. 
(x) The desire of the Government to safeguard the 
interest of the policy-holders against unscrupulous 
practices of private companies. 
1. Bajpai, O.P., Elements of Life Insurance, 1959, op.cit., 
p.183, 
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(xi) In the economic set-up of India, as of any other 
country, insurance business occupies a very prominent 
place and it is thus reasonable that this industry 
should be run by the Government. 
At the time of nationalisation of life insurance 
business the then Finance Minister Mr. C D . Deshmukh, in his 
broadcast to the nation gave the following statement: 
"The nationalisation of life insurance business is a 
further step in the direction of more effective mobilisation 
of the people's savings. It is a truism which nevertheless 
cannot too often be repeated, that a nation's savings are 
the second plan in the offing involving in accelerated state 
of investment and development, the widening and deepening of 
all possible channels of public savings has became more than 
ever necessary. Of this process the nationalisation of 
insurance is a vital part.^" 
Thus, the L.I.C. has the following aims and objectives: 
(i) To spread life insurance much more widely and 
in particular to the rural areas and to the socially and 
1. Commerce, Weekly, Bombay, Vol.150, No.3860, May 18, 1985, 
p.944. 
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economically backward areas with a view to reaching all 
insurable persons in the country and providing them 
adequate financial cover against death at a reasonable cost. 
(ii) To maximise mobilisation of people's savings by 
making insurance-linked savings adequately attractive. 
(iii) To conduct business with utmost economy and with 
the full realization that the moneys belong to the policy-
holders . 
(iv) To act as trustee of the insured public in their 
individual and collective capacities. 
(v) To meet the various life insurance needs of the 
community that would arise in the changing social and 
economic environment. 
(vi) To involve all people working in the Corporation 
to the best of their capability in furthering interest of 
the insured public by providing efficient service with 
courtesy. 
(vii) To promote amongst all agents and employees of 
the Corporation a sense of participation and job 
satisfaction. 
-12-
PATTERN OF GROWTH OF LIFE INSURANCE BUSINESS 
During the last 3 decades the life insurance business 
has recorded a rapid progress in many directions. From a 
total business of Rs.278 crores under 8 lakh policies in 
1957, it has recorded a business of Rs.9107 crores under 38 
lakh policies in the year 1986-87^. During the period (1957 
to 1987), the business in force has risen from Rs.l369 
crores to Rs.48151 crores, indicating an overall rise of 
nearly 3417 per cent. Similarly, the life fund has increased 
from Rs.409 crores in 1957 to Rs.16662.76 crores in 1988, 
showing an overall rise of nearly 3974 per cent*^. 
Before nationalisation, the life insurance business in 
the country was operated from 97 centres which were almost 
entirely urban in character with 245 different insurance 
companies. In 1987-88, the life insurance conducts its 
affairs from 800 centres in the country through 1,300 
branches. Starting with a meagre Rs.283 crores of life 
insurance business in 1957, the life insurance business 
reached the figure of Rs.9107.59 crores in 1986-87 in 
1. The L.I.C., Annual Diary, Bombay, 1987, p.20. 
2. Yogakshema, Bombay, Vol.32, No.9, September 1988, p.47 
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individual business alone, and Rs.21752.12 crores taking 
into account the individual assurance and group insurance 
business together. The number of employees in the service of 
life insurance business in India as at 31.3.1988 was 70,000 
as compared to 21,000 employees in 1956 . 
Table No.l shows the growth of life insurance 
business in India (individual assurance) between 1957 and 
1986-87. 
1. The L.I.C., Annual Diary, Bombay, 1988, p.21. 
2. Yogakshema, Bombay, Vol.32, No.4, April 1988, p.3. 
3. Sharma, S.P., Organisation of Indian Insurance, Allied 
Publishers, Bombay, 1967, p.117. 
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TABLE NO.l 
GROWTH OF LIFE INSURANCE BUSINESS IN INDIA (INDIVIDUAL 
ASSURANCE) 1957 TO 1986-87 
Accounting 
Period 
1957 
1958 
1959 
1960 
1961 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
New Business 
No. of 
Policies 
(in lakhs) 
9.42 
9.55 
11.42 
12.50 
14.62 
17.58 
16.38 
14.34 
15.55 
14.06 
14.23 
14.50 
13.97 
16.12 
Sum assured 
(Rs. in 
crores) 
336.67 
334.88 
417.05 
484.02 
593.61 
724.23 
680.25 
673.68 
771.09 
739.60 
812.86 
895.60 
979.74 
1251.64 
Total Business 
No. of 
Policies 
(in lakhs) 
54.07 
59.65 
66.72 
74.55 
83.41 
92.67 
101.20 
106.68 
114.09 
119.98 
126.43 
133.45 
139.39 
146.93 
in Force 
Sum assured & 
Bonuses (Rs. 
in crores) 
1369 
1580 
1852 
2169 
2611 
3032 
3429 
3729 
4243 
4554 
5069 
5552 
6226 
6951 
contd. 
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1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
Percentage 
in./dec. 
over 1957 
18.96 
20.18 
20.47 
17.96 
20.09 
20.53 
18.54 
17.55 
20.98 
19.58 
21.06 
22.35 
23.71 
27.05 
32.94 
38.76 
311.46 
1498.85 
1726.01 
1912.87 
1760.45 
2104.00 
2095.40 
2004.87 
2057.40 
2744.33 
2896.95 
3492.89 
3994.77 
4415.28 
5398.57 
7088.45 
9107.59 
2605.19 
157.11 
167.92 
179.43 
187.45 
196.06 
202.75 
207.08 
211.78 
220.39 
228.12 
236.57 
244.31 
253.24 
265.31 
280.47 
298.60 
452.24 
8082 
9204 
10725 
11728 
13248 
14372 
15698 
16743 
19114 
21057 
24133 
26402 
30426 
33951 
40617 
48151 
3417.23 
Accoun'ting year: The first report of the L.I.C. covered 16 
months from 1st September to 31st December 1956 and the 
Sixth Report covered 15 months from 1st January 1962 to 31st 
March 1963. Thereafter, the accounting year is 1st April to 
31st March. 
Source : The L.I.C, Annual Diary, Bombay, 1988, p.20. 
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The table given above shows the growth of life 
insurance in India. It is clear from the table that the 
individual assurance (new business), i.e., in respect of 
number of policies has increased from 9.42 lakhs in 1957 to 
14.62 lakhs in 1961, indicating an increase of nearly 55.20 
per cent with a rate of growth of more than 11 per cent. 
The sum assured went up from Rs.336.67 crores in 1957 to 
Rs.593.61 crores in 1961, showing a rise of nearly 76.3 per 
cent which indicates a rate of growth of nearly 15.2 per 
cent. Similarly, the total business in force in respect of 
number of policies has gone up from 54.07 lakhs in 1957 to 
83.41 lakhs in 1961, i.e., an increase of nearly 54.26 per 
cent with a rate of growth of more than 10 per cent. 
Likewise, the sum assured and bonuses has increased from 
Rs.1369 crores in 1957 to Rs.2,611 crores in 1961. This 
shows an increase of nearly 90.72 per cent, showing a rate 
of growth of nearly 18.1 per cent during the period under 
review. Thus, the rate of growth in new business in respect 
of number of policies was much higher as compared to total 
business in force but the rate of growth in total business 
in force in respect of sum assured and bonuses was much 
higher as compared to new business. This rise is due to the 
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fact that after nationalisation, there has been an 
improvement in the sales and services standard of life 
insurance business. This is also due to the fact that 
several types of policies to cater to the needs of the urban 
and rural population were introduced after nationalisation. 
From the years 1962-63 to 1966-67, the number of 
policies in new business has declined by nearly 20 per cent 
with a rate of growth of more than 4 per cent i.e., from 
17.58 lakhs policies to 14.06 lakhs policies in the same 
year but the sum assured in new business has increased by 
nearly 2.0 per cent showing a rate of growth of 0.5 per 
cent, i.e., from Rs.724.23 crores to Rs.739.60 crores 
during the period under review. Similarly, the number of 
policies in total business in force went up by more than 29 
per cent with a rata of growth of neai-ly 5.8 percent, fi'om 
92.67 lakhs policies in 1962-63 to 119.98 lakhs policies in 
1966-67. The sum assured and bonuses have gone up by more 
than 50 per cent which shows a rate of growth of nearly 10 
per cent, i.e., from Rs.3032 crores in 1962-63 to Rs.4554 
crores in 1966-67. Thus, the rate of growth in new business, 
i.e., in respect of number of policies was much lower as 
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compared to number of policies in total business in force. 
Similarly, the sum assured in new business was much lower as 
compared to sum assured and bonuses in total business in 
force. This decline is mainly due to the low income of the 
people and organisational and structural weaknesses of 
insurance offices in India. 
Between 1967-68 and 1971-72, the number of policies in 
new business has increased by more than 33 per cent with a 
rata of growth of nearly 6.6 per cent, from 14.23 lakhs 
policies to 18.96 lakhs policies in the same year when the 
sum assured went up by nearly 84.2 per cent showing a rate 
of growth of nearly 16.8 per cent from Rs. 812.86 crores to 
Rs.1,498.05 crores during the same year. Likewise, the 
number of policies in total business in force has gone up 
from 126.43 lakhs in 1967-68 to 157.11 lakhs in 1971-72, 
indicating an increase of nearly 24.2 per cent with a rate 
of growth of nearly 4.8 per cent. The sum assured and 
bonuses went up from Rs.5069 crores in 1967-68 to Rs.8,082 
crores in 1971-72, showing an increase of nearly 69.4 per 
cent which indicates a rate of growth of nearly 11.8 per 
cent. It can be seen from the table that the rate of growth 
in new business during the years 1967-68 to 1971-72, i.e.. 
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in respect of number of policies was much higher as compared 
to number of policies in total business in force. This is 
mainly due to an increase in the number of policies in new 
business as compared to total business in force. Similarly, 
the rate of growth in new business in respect of sum assured 
was much higher than the sum assured and bonuses in total 
business in force. 
Between 1972-73 and 1976-77, the number of policies in 
new business has slightly increased by nearly 1.7 per cent 
with a rate of growth of 0.3 per cent, i.e., from 20.1 lakhs 
policies to 20.53 lakhs policies in the same year. The sum 
assured in new business went up by more than 21 per cent 
which shows a rate of growth of nearly 4.2 per cent, from 
Rs.1,726.02 crores to Rs.2095.40 crores. Similarly, the 
number of policies in total business in force has gone up by 
nearly 20.7 per cent with a rate of growth of more than 4 
per cent, i.e., from 167.92 lakhs policies in 1972-73 to 
202.75 lakhs policies in 1976-77. The sum assured and 
bonuses in total business in force have increased by more 
than 56 per cent, indicating a rate of growth of nearly 11.2 
per cent, from Rs.9204 crores in 1972-73 to Rs.14372 crores 
in 1976-77. During these years the rate of growth in new 
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business in respect of number of policies was much lower as 
compared to number of policies in total business in force. 
Likewise, the sum assured in new business was much lower as 
compared to sum assured and bonuses in total business in 
force. This decline was mainly due to the organisational and 
structural changes of insurance offices. It appears that the 
sales technique, the service standard and the investment 
policy adopted by the insurers failed to motivate the 
people. 
From the years 1977-78 to 1981-82, the number of 
policies in new business has further increased by nearly 
13.5 per cent with a rate of growth of nearly 2.7 per cent, 
from 18.54 lakhs policies to 21.06 lakhs policies in the 
same year. The sum assured went up by more than 74.2 per 
cent which shows a rate of growth of nearly 14.8 per cent 
from Rs.2004.87 crores to Rs.3492.89 crores during the same 
year. Similarly, the number of policies in total business in 
force has increased by nearly 14.2 per cent with a rate of 
growth of nearly 2.8 per cent from 207.08 lakhs policies in 
1977-78 to 236.57 lakhs policies in 1981-82. The sum assured 
and bonuses went up by nearly 53.7 per cent, showing a rate 
of growth of nearly 10.7 per cent, from Rs.15698 crores in 
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1977-78 to Rs.24133 crores in 1981-82. During these years 
the rate of growth in new business, i.e., in respect of 
number of policies is equal to total business in force. But 
the rate of growth in new business in respect of sum assured 
was much higher as compared to sum assured and bonuses in 
total business in force. 
Between the period 1982-83 and 1986-87, the number of 
policies in new business has further increased by more than 
73 per cent with a rate of growth of nearly 14.6 per cent, 
i.e., from 22.35 lakhs policies to 38.76 lakhs policies in 
the same year. The sum assured has gone up by nearly 130 per 
cent which indicates a rate of growth of 26 per cent, from 
Rs.3994.77 crores in 1982-83 to Rs.9107.59 crores in 1986-
87. Similarly, the number of policies in total business in 
force went up by 22.2 per cent with a rate of growth of 
nearly 4.4 per cent, i.e., from 244.31 lakhs policies in 
1982-83 to 298.60 lakhs policies in 1986-87. The sum assured 
and bonuses have increased by nearly 82.37 per cent, 
indicating a rate of growth of 16.4 per cent, i.e., from 
Rs.26402 crores in 1982-83 to Rs.48151 cores in 1986-87. 
During these years the rate of growth in number of policies 
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in new business is much higher as compared to total business 
in force. Similarly, the rate of growth in new business in 
respect of sum assured is much higher as compared to total 
business in force during the period under review. 
It is also evident from the table that the overall 
growth of life insurance business in India from 1957 to 1987 
in respect of the number of policies in new business has 
increased by 311.46 per cent with a rate of growth of nearly 
10.38 per cent, i.e., from 9.42 lakhs policies to 38.76 
lakhs policies in the same year. The sum assured has gone up 
by more than 2605 per cent which indicating an overall rate 
of growth of nearly 86.8 per cent, from Rs.336.67 crores to 
Rs.9,107.59 crores during the same year. Similarly, the 
number of policies in total business in force went up by 
nearly 452.2 per cent with a rate of growth of 15 per cent, 
from 54.07 lakhs policies in 1957 to 298.60 lakhs policies 
in 1987. The sum assured and bonuses have gone up by nearly 
3417.2 per cent which shows a rate of growth of nearly 
113.9 per cent, i.e., from Rs.l369 crores in 1957 to 
Rs.48151 crores in 1987. 
Thus, we can conclude from the foregoing pages that the 
overall rate of growth in the total business in force in 
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respect of number of policies and sum assured and bonuses is 
much higher as compared to new business during the period 
under review. This rise is due to a number of factors which 
have facilitated the growth of life insurance business in 
India. These factors are population growth, income growth, 
increasing emphasis on industrialisation, urbanisation and 
decline in natural form of security. In addition to these, 
The overall business was kept up since 1970-71 by virtue of 
a fairly rapid growth in group insurance business which came 
to be undertaken after that year. 
Table No.2 below shows the growth of group insurance 
business in India between 1970-71 and 1986-87. 
TABLE NO.2 
GROWTH OF 6R00P INSURANCE BUSINESS IN INDIA 
(1970-71 TO 1986-87) 
Accountir 
period 
1970-71 
1971-72 
1972-73 
1973-74 
ig No. of 
Schemes 
force 
486 
700 
1105 
1698 
in 
No. of lives 
covered in 
force 
318854 
450842 
960065 
1595720 
Tot 
in 
(Rs 
al Business 
force 
.in crores) 
119.26 
193.82 
407.13 
754.58 
contd. 
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1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
Percentage 
inc./dec. 
over 
1970-71 
2428 
4383 
5368 
6235 
7063 
8081 
9320 
10744 
12307 
13911 
15912 
18147 
21182 
4258.43 
2333803 
4613667 
4079177 
4470508 
5624511 
5840866 
6444590 
6941197 
7495494 
7664198 
7982999 
9265074 
10322000 
3137.21 
1457.07 
3496.90 
3443.75 
4371.05 
5801.05 
6137.46 
6960.32 
7786.91 
8972.04 
9251.33 
10218.56 
11764.72 
12644.53 
10502.49 
SOURCE: As Table No.l 
Data set out in table No.2 reveal that the total number 
of schemes in force under the group insurance business in 
India has increased from 486 in 1970-71 to 2428 in 1974-75, 
indicating an increase of nearly 399.5 per cent with a rate 
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of growth of nearly 79.9 per cent. Similarly, the number of 
lives covered in force went up from 318854 in 1970-71 to 
2333803 in 1974-75, showing a rise of nearly 631.9 per cent 
which indicates a rate of growth of more than 126 per cent. 
Likewise, the total business in force has gone up from 
Rs.119.26 crores in 1970-71 to Rs.1457.07 crores in 1974-75, 
i.e., an increase of nearly 1121.7 per cent which shows a 
rate of growth of more than 224 per cent. 
From the years 1975-76 to 1979-80, the number of 
schemes in force under the group insurance has further 
increased by nearly 84.3 per cent with a rate of growth of 
nearly 16.8 per cent, from 4383 number of schemes to 8081 
number of schemes in the same year. Similarly, the number of 
lives covered in force went up by more than 26 per cent, 
showing a rate of growth of more than 5 per cent , i.e., 
from 46,13667 number of lives covered in 1975-76 to 5840866 
number of lives covered in 1979-80. Consequently, the total 
business in force under the group insurance business has 
gone up by nearly 75.5 per cent with a rate of growth of 
more than 15 per cent. This all shows that the growth in 
number of schemes during these years is much lower as 
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Gompared to the same during previous years (1970-71 to 1974-
75). Similarly, the growth rate in number of lives covered 
in force during the same years is also much lower as 
compared to 1970-71 to 1974-75, the rate of growth in total 
business in force during the period 1975-76 to 1979-80 is 
much lower as compared to 1970-71 to 1974-75. 
Between 1980-81 and 1988-87, the total number of 
schemes in force has further increased by more than 127 per 
cent with a rate of growth of more than 18 per cent , from 
9320 number of schemes to 21182 number of schemes in the 
same year. The total number of lives covered under group 
insurance business has gone up by nearly 60.16 per cent 
which shows a rate of growth of nearly 8.5 per cent, from 
64,44590 number of lives covered in 1980-81 to 10322000 
number of lives covered in 1986-87. The total business in 
force has further gone up by nearly 81.66 per cent with a 
rate of growth of nearly 11.6 per cent, i.e., from 
Rs.6960.32 crores in 1980-81 to Rs.12644.53 crores in 1986-
87. Thus, during these years the rate of growth in total 
number of schemes in force, total number of lives covered in 
force and total business in force under group insurance 
schemes have come down as compared to previous years (1975-
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76 to 1979-80). This is mainly due to the declining rate of 
growth in the total business in force, number of lives 
covered and total number of schemes in the years 1980-81 to 
1986-87. 
The overall growth of group insurance business in India 
from 1970-71 to 1986-87, in respect of number of schemes in 
force has increased by nearly 4258.4 per cent with a rate of 
growth of nearly 250.4 per cent, i.e., from 486 number of 
schemes in 1970-71 to 21182 number of schemes in force in 
1986-87. Similarly, the overall growth in total number of 
lives covered in force went up by nearly 3137.2 per cent 
which shows the rate of growth of nearly 184.5 per cent from 
318854 lives covered in force in 1970-71 to 103,22000 number 
of lives covered in force in 1986-87. Likewise, the overall 
growth in total business in force has gone up by more than 
10502 per cent with a rate of growth of nearly 617.7 per 
cent from Rs.119.26 crores in 1970-71 to Rs.1264453 crores 
in 1986-87.Thus, from the foregoing pages we can conclude 
that the total number of schemes in force, total number of 
lives covered in force and the total business in force under 
group insurance business have considerably increased. But 
the growth rate is not uniform and in fact, it has 
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considerably declined between the period 1970-71 and 1986-
87. 
The vital role played by the life insurance business in 
the economic development of the country is adequately 
demonstrated by the steady of the new business under the 
Life Insurance Corporation of India in recent years. The 
L.I.C. transacted the new business to the tune of Rs.9107.59 
crores in 1988-87 registering a 28.4 per cent increase over 
the previous year performance. 
Table No.3 shows the target for (individual insurance) 
new business as well as business in force between 1988-89 
and 1990-91. 
1. See Table 1. 
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sum assured has gone up form Rs.15080 crores in 1980-89 to 
Rs.23560 crores in 1990-91, showing an overall rise of 
nearly 56.23 per cent. Likewise, the total business in force 
in respect of number of policies rose from 342 lakhs in 
1988-89 to 392 lakhs in 1990-91, i.e., an overall increase 
of nearly 14.61 per cent. Consequently, the sum assured 
have gone up from Rs.59662 crores in 1988-89 to Rs. 85913 
crores in 1990-91. This shows an overall increase of nearly 
43.99 per cent. It is clear from the above table that the 
rate of growth in sum assured (new business) is much higher 
than the rate of growth in total business in force. 
It is a fact that for overall growth of life insurance 
the primary thrust will have to come from growth in the new 
business. This will lead to increase in the extent of 
insurance cover and to larger premium collections. Having 
regard to the potential available to us for growth, not only 
in terms of the population yet to be brought under cover of 
life insurance or the cover that can still be extended to 
those already, and considering also the expected performance 
of other organisations in the country contributing to the 
growth of domestic savings, the new business should go up 
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armually by 15 per cent in terms of policies issued and 25 
per cent in terms of the sum assured. This level of new 
business activity should be undertaken without losing sight 
of the need to ensure t,hat the total business in force and 
the premium income both as first years premium on the new 
business effort and as renewal premium on the conserved 
business keep growing correspondingly. The growth should 
also come about insurance business and there will have to be 
a specific drive towards first insurance. 
Additionally, there is considerable scope for group 
insurance business in the country and the effort made in 
this area in the past must be augmented by added vigour. 
This may lead us towards the fulfilment of one of our 
objectives of taking life insurance protection to the 
maximum number in need of it. Table No.4 below shows the 
target (growth) of group insurance business in India during 
the years 1987-88 to 1989-90. 
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TABLE NO.4 
TARGET (GROWTH) OF GROUP INSURANCE BUSINESS IN INDIA 
(1987-88 TO 1989-90) 
Accounting 
period 
No. of 
Schemes 
in force 
Percentage 
inc./dec. 
over 
1987-88 
No. of lives 
covered under 
existing & 
No. of Schemes 
(Thousands) 
Percentage 
inc./dec. 
over 
1987-88 
1987-88 
1988-89 
1989-90 
20150 
21950 
24100 
-
8.93 
19.60 
10200 
10900 
11800 
8.86 
15.68 
Source: Yogakshema, Bombay, Vol.31, No.l, January 1987, p.9 
From the above table it is evident that the target of 
group insurance business in India, in respect of number of 
schemes in force will go up from 20150 in 1987-88 to 24100 
in 1989-90, i.e., an overall increase of nearly 19.60 per 
cent with a rate of growth of nearly 6.5 per cent. 
Similarly, the number of lives under existing and new 
schemes will evolve from 10200 in 1987-88 to 11800 in 1989-
90, showing an overall rise of nearly 15.68 percent with a 
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rate of growth of more than 5 per cent during the period 
under review. Thus, we can see from the table that the rate 
of growth in the number of schemes in force will be higher 
than the rate of growth in number of lives existing and new 
schemes. 
When we compare the individual insurance (new business) 
with group insurance it is found that the rate of growth in 
individual insurance is higher than the rate of growth in 
group insurance. This is so because every body prefers 
individual insurance rather than the group insurance on 
account of the fact that the incentive in individual 
insurance is much higher as compared to group insurance. 
Table No.5 below shows the growth of sonewise, 
individual assurance of life insurance business (new 
business and business in force) during the year 1986-87. 
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Table No.5 indicates the growth of zonewise individual 
insurance of the L.I.C. (new business in force). In 1986-87, 
the total number of proposals of Northern zone was 4,77,081 
and the sum proposed was Rs. 1340.54 crores while the number 
of policies was 4,74,203 and sum assured with bonuses was 
6,838,98 crores. Likewise, the central, the Eastern, the 
Western, and the Southern zone have increased the new 
business as well as business in force since 1986-87. 
Uptil now we were discussing the growth of life 
insurance business so far as the business assured and the 
sum assured are concerned. In the pages that follow, we will 
discuss the settlement of claims hy Life Insurance 
Corporation of India. 
SETTLEMENT OF CLAIMS 
The life insurance business has sought to improve its 
operational efficiency at several areas like claims 
settlement, cost control and deposit reduction. In the 
matter of claim settlement, each divisional office has been 
given the task during 1986-87 of setting atleast 60^ per 
1. Yogakshema, Bombay, Vol.31, No.l, op.cit., p.13. 
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cent of the maturity claims before the date of maturity and 
the balance, within a month, the maturity claims settled on 
or before the maturity date has gone up from 54 per cent in 
1985-86 to 58 per cent in 1986-87^. 
The life insurance business has achieved noteworthy 
success not only in the new business sphere, but in 
rendering satisfactory services to its policyholders as 
well. This could be gauged by its claims settlements 
operations. The percentage of claims settled on or before 
the date of maturity, is lower at 50 per cent in 1987, as 
compared to 52 per cent in 1988. Similarly, the percentage 
of outstanding claims to total payable, stood at 11 per cent 
in respect of maturity claims as against 12 per cent in 
1986. The position with regard to death claims was that the 
outstanding claims amounted to 31 per cent against 34'^  per 
cent for the corresponding period last year. 
Table No.6 below shows the claims settlement 
operations between 1957 and 1987. 
1. Yogakshema, Bombay, Vol.32., No.5, op.cit., p.17 
2. Ibid., May 1988, p.18. 
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TABLE NO.6 
CLAIMS SETTLEMENT OPERATION (1957 TO 1987) 
YEAR 
1957 
1958 
1959 
1960 
1961 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
Claims 
Intimated 
(Rs. in 
crores) 
28.70 
25.05 
28.14 
30.69 
34.11 
43.96 
44.66 
52.82 
58.57 
63.39 
62.93 
69.93 
81.44 
87.10 
91.92 
103.04 
Claims 
settled 
(Rs. in 
crores) 
24.96 
24.25 
27.28 
30.59 
32.57 
43.82 
42.95 
50.26 
57.72 
61.47 
60.87 
66.80 
81.36 
90.66 
94.64 
99.59 
Claims 
Outstanding 
(Rs. in 
crores) 
13.03 
13.39 
14.04 
13.47 
13.93 
13.55 
14.91 
17.04 
17.41 
19.33 
21.39 
24.21 
24.29 
20.53 
17.81 
21.26 
% of outstanding 
claims to claims 
intimated 
45.40 
53.45 
49.89 
43.89 
40.81 
30.82 
33.38 
32.26 
29.73 
30.49 
34.00 
34.80 
29.80 
23.60 
19.38 
20.68 
contd. 
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1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
144.67 
148.32 
162.73 
173.66 
206.97 
237.89 
283.00 
314.20 
372.63 
437.02 
517.28 
638.29 
722.02 
827.64 
107.36 
145.17 
165.85 
177.71 
200.26 
232.92 
270.88 
295.50 
376.58 
434.79 
508.99 
638.68 
728.80 
831.21 
28.57 
31.72 
28.60 
24.55 
31.26 
36.23 
48.35 
67.05 
63.10 
65.33 
73.62 
73.23 
66.45 
62.88 
24.91 
21.38 
17.57 
14.13 
15.10 
15.22 
17.08 
21.33 
16.93 
14.94 
14.23 
11.47 
9.20 
7.59 
Source: (i) Yogakshema, (Monthly), Bombay, Vol.29, No.9, 
September 1985, p.17. 
(ii) The L.I.C. Annual Report and Accounts, Bombay, 
1987, p.13. 
Data set out in table No.6 reveal that the total amount 
under the head claims intimated which was 28.7 crores in 
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1957 went up 827.64 crores in 1987, indicating an overall 
rise of nearly 2783.7 per cent. It is important to note here 
that between 1957 and 1963 the figures are disturbing one, 
i.e., minor fluctuation were recorded during that time. 
Thereafter the figures of claims intimated have registered 
steady and gradual increase up to 1987. Similarly, total 
amount of claims settled went up from 24.9 crores to 831.21 
crores between 1957 and 1987 which shows an overall rise of 
nearly 3238.1 per cent during the period under review. Under 
this head steady and gradual increase right from 1957 to 
1987. Likewise, the total amount of claims outstanding went 
up from 13.0 crores in 1957 to 62.88 crores in 1987, 
indicating an overall increase of nearly 383.6 per cent. 
Here the figures are fluctuating over the entire period. In 
1957 the percentage of outstanding claims to claims 
intimated stood at 45.4 per cent and this figure has come 
down to lowest possible level, i.e., 7.5 per cent in 1987 
over 1957. Hence it may be concluded that the performance 
made in respect of claims settlement operations between 1957 
and 1987 is quite satisfactory and as a result, there has 
been substantial decline in per cent outstanding claims as 
compared to claims intimated. 
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INCOME AND EXPENSES OF THE L.I.C. 
The Life Insurance Corporation of India earns its 
incomes from various sources like, first year premium, 
miscellaneous investment, single premium, consideration for 
annuities and renewal of premiums. The L.I.C. utilises its 
incomes through different ways for the fulfilment of its 
objectives. In other words, incomes are spent in the form of 
maturity claims, death claims, annuities, surrenders, 
commission etc. 
Table No.7 shows the pattern of income earned and 
expenses incurred by the Corporation between 1957 and 1987. 
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It is evident from the table that the total premium 
income of L.I.C. {including total first year premium, total 
renewal premium, total single premium and consideration or 
annuity granted) has increased from Rs.88.65 crores in 1957 
to Rs.2097.21 crores in 1987, indicating an overall increase 
of more than 2265 per cent, indicating an overall increase 
of more than, 2265 per cent. Similarly, the total income of 
the Corporation (including total premium income, interests, 
devidends, rents and other income) went up from Rs.107.98 
crores in 1957 to Rs.3458.97 crores in 1987, showing an 
overall increase of more than 3103 per cent. Likewise, the 
total outgo (expenses) of life insurance business (including 
payments to policyholders, payments of agents, payments of 
management and other outgo) has gone up from Rs.67 crores in 
1957 to Rs.1622.72 crores in 1987, i.e., an overall rise of 
nearly 2321.9 per cent. Consequently, the total life fund of 
life insurance business has increased from Rs.410.41 crore 
in 1957 to Rs.12665.95 crore in 1987. This shows an overall 
increase of nearly 2986 per cent. Between 1957 and 1987, the 
ratio of outstanding claims to claims payable has come down 
from 45.41 per cent to 7.03 per cent during the period under 
review. 
- ^ 4 -
Thus t-he above table shows that the overall expenses 
ratio of L.I.C. has declined from 27.3 per cent in 1957 to 
25.21 per cent in 1987. Similarly, the renewal expenses 
ratio has also come down from 15.89 per cent in 1957 to 
11.43 per cent in 1987. But the ratio of interest realised 
on mean life insurance fund went up from 3.74 per cent to 
10.30 per cent, i.e., from 1957 to 1987. 
NEW PLAN TO EXPAND LIFE INSURANCE BUSINESS IN INDIA 
The Life insurance business in India, for the first 
time, has conserved a five-year plan to expand its 
activities and spread the cult of insurance among as large 
number of people as possible. There is a plan for the life 
insurance business to go up from Rs.49718 crores in 1987-88 
to Rs. 85913 crores in 1990-91-'-. Thus, under individual 
assurance, the life insurance business will have to sell 
46.50 lakhs policies for Rs.11780 crores in 1987-88 to 70.20 
lakhs policies for Rs.23560 crores in 1990-91^. The first 
year premium income is expected to rise from Rs.480 crores 
in 1987-88 to Rs.950 crores in 1990-91 and renewal premium 
1. See Table No.3. 
2. Ibid. 
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income from Rs.l780 crores in 1987-88 to Rs.3130 crores in 
1990-91^. According to the sources, though the target set 
seem to be based on the high side, the life insurance 
business will have to make efforts and reach them by 
initiating several steps to improve the efficiency of the 
Corporation at all levels. 
The following schemes introduced by the Life Insurance 
Corporation of India will go a long way in giving a new 
boost to the development and growth of life insurance in 
India. 
JEEVAN MITRA 
Under this plan, in addition to the benefits, of 
endowment assurance policy, additional insurance cover equal 
to the sum assured is payable in the event of the death 
during the term of the policy so that the total insurance 
cover in the event of the death is to the extent of double 
the sum assured. Accident benefit equal to the basic sum 
assured will also be available under this plan. In other 
words, in the event of the death of the policyholders, due 
1. Yogakshema, Bombay, Vol.32, No.5, May 1988, op.cit., 
p.32. 
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to accident, during the currency of the policy issued with 
accident benefit, an amount equal to 3 times the basic sum 
assured becomes payable. Bonuses, however, are reckoned on 
the basic sum assured only. This double cover endowment 
plane (Jeevan Mitra) has been specifically designed to 
provide double insurance protection to the proponents at a 
relatively lower cost. 
JEEVAN SAATHI 
Under this plan, the basic sum assured will be payable 
on the first death and again on the death of the survivor 
within the term of policy, only the basic sum assured is 
payable. However, on the second death during the term of 
policy, vested bonuses will also be paid alongwith the basic 
assured. If one or both the lives survive to the maturity 
date, the sum assured alongwith vested bonuses would be 
payable. Jeevan Saathi has been introduced to cater to the 
needs of married working couples. The salient features vis., 
insurance protection to both the lives during the term of 
the policy, ceasing of premiums on the first death, 
continuance of insurance protection to the surviving life, 
continuance of vesting of bonus even after cessation of 
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premium on first death, are the unique features of this plan 
vis-a-vis other plans of insurance. 
MARRIAGE ENDOWMENT/EDUCATIONAL ANNUITY PLAN WITH PROFIT 
Fixed term marriage endowment plan (without profits) 
and the education (without profit) were designed to meet 
marriage expenses and education often rendered the original 
provision insufficient when the payments actually fell due. 
In order to partially offset the effect of inflation, the 
Corporation has introduced the new plan marriage 
endowment/educational annuity plan with profits. A part from 
being on with profits scale, the premiums under this plan 
cease on the death of the assured, but the bonus accruals 
continue even when no premium is paid after the death of the 
assured. The real value of the benefits under this new plan 
now stand considerably improved compared to those under 
other existing with profits. 
NEW JANA RAKSHA POLICY WITH PROFITS 
Under this plan, the premium charged for granting 
temporary assurance cover in the event of default in payment 
of premium period of 3 years after the premiums have been 
-re-
paid for minimum period of 2 years so far payable in one 
single lump sum is now spread over -the whole term of the 
policy. Further, under this new plan, accident premium is 
built into the premium structure and as a result accident 
benefit is available to all policy-holders without separate 
payment of accident premium. Further, under this new plan, 
accident benefit for the first time, been extended to 
handicapped lives where the extra premium for the physical 
disability does not exceed 2 per cent assured. The accident 
benefit is also admissible during the period of extended 
cover of 3 years. 
NEW CHILDREN DEFEBRED ASSURANCE PLAN 
Under this plan, the risk on the life of a child will 
be covered from age of 12 nearer birthday instead of age 18 
or 21 years as the case may be under the existing plan. 
Participation in profits under this plan will also commence 
from age 12 at which the risk would commence. 
JEEVAN AKSHAY 
Jeevan Akshay is the simplest of insurance plan ever 
introduced. Every one at the highest level devoted 
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considerable time to each and every aspect of the plan in 
order to trim the terms and conditions even risking omission 
of certain technical requirements. The result is that we 
have no premium table, no innocuous arithmetic calculations 
to make under Jeevan Akshay. For each Rs.1,000 single 
premium, the monthly pension comes to Rs.l0. The minimum 
single premium is Rs.10000 which can be increased by 
multiplies of Rs.l00. All pensions fall due on 1st of each 
month without any loss on account of broken period from the 
date of commencement of the policy to the 1st of the 
following month. Only persons aged 50 or more can avail of 
pension benefits on their own lives. 
The plan offers 'pension' benefits in the true sense of 
the word. A secure monthly pension of uniform amount flows 
from the contract. In other words, interest is guaranteed 
for periods which may be as long as 15 to 20 years or more 
on the basis of average life expectancy revealed in the 
latest census. 
JEEVAN DHARA 
The Life Insurance Corporation of India recently 
announced a deferred annuity scheme, 'Jeevan Dhara', in 
-50-
which the policy-holder will be paid a regular monthly amount 
from the "vesting date". This monthly payment will continue 
throughout the life of the insured and on his death, his 
nominee will be paid a lumpsum amount which the L.I.C. terms 
"gross insurance value element" or just 'Give'. The 
policyholder can buy the annuity and lumpsum payment benefit 
through a single payment about a year before the 
commencement of monthly payment or by making a few annual 
payments before the 'vesting date'. He can therefore, buy 
the annuity scheme either for a single or for a number of 
annual payments. 
BIMA NIWAS YOJANA 
Bima Niwas Yogana, the latest scheme introduced by the 
Corporation to provide housing finance, aims to help its 
policy-holders by granting loans for the purchase of flats. 
The bima niwas yogana was launched by the Corporation in the 
four metropolitan cities of Bombay, Calcutta, Delhi and 
Madras on Ist-September, 1988. It enables a policy-holder to 
purchase either a newly constructed flat, or a flat which is 
under construction. The flat may be constructed by any 
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Governmen-bal or statutory authority or by any builder 
complying with the requirements of the L.I.C. Alternatively, 
one can go in for an existing flat, less than 15 years old. 
The condition for a policy-holder to apply for a loan 
is that he/she should not have a house or a flat in his/her 
own name or in the name of his/her spouse, in the same 
centre. One important condition is that the flat should be 
intended for the occupation of the borrower and his family. 
The minimum loan which can be applied for Rs.25000 and the 
maximum Rs.200000. The actual quantum of loan granted varies 
from 55 per cent to 75 per cent of the value of the flat, 
depending on the category of borrower. 
After having made a detailed study of the trends of 
growth of the life insurance business in India, it is 
essential to point out the future challenges of Life 
Insurance Corporation of India. 
CHALLENGES OF LIFE INSDRANCE CORPORATION OF INDIA 
Life Insurance business has opportunities of tremendous 
growth due to increasing population, income, industriali-
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sation and urbanisation of the country. These factors have 
played an important part in the past. The reorganisation of 
the field force and vigorous sales drive of the Corporation 
could be another important factor in contributing to the 
future growth of life insurance business in India. In the 
following pages I have examined the future challenges and 
prospects of life insurance business in India. 
The growth of life insurance business in India after 
nationalisation is a Corporate history of achievements about 
which the institution can be genuinely proud of as it was 
recently mentioned by the Union Finance Minister . The 
Corporation could reach a stage of Commendable performance 
by its constant endeavour to improve not only its business 
performance but also other areas of operations like post-
sales service to policy-holders, claim settlements. 
Decentralisation of organisational functions to lower tiers 
for more effective customers service and resorting to modern 
technologies like installation of micro-processors even in 
branch office will lead to more effective functioning and 
control. (Among them the most challenging and significant 
1. Yogakshema, (monthly), Bombay, Vol.30, No.l, January 
1986, p.15. 
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area is the policy of investment of life insurance funds in 
economic as well as socially oriented programmes). 
The performance of life insurance business and the plan 
for the future are to be viewed in the context of the 
pi-evailing economic climate. The policies of Government are 
expected to be reflected in the business performance of the 
Corporation also. The last three financial years have 
recorded impressive new business performance in terms of 
growth. The performance of life insurance business of the 
year 1986-87 stood at Rs. 9107.59 crores which is 28.4 per 
cent more than the previous year performance. In the year 
1986-87, 38.76 lakhs policies were issued as against 32.94 
lakhs for the year 1985-86-^. 
Impressive progress is also made in the Corporation's 
rural portfolio. In the last three years the Corporation's 
rural bus iness has been Rs.1260.24 crores to Rs.1569.62 
crores and Rs.2176.79 crores which shows 21.4 per cent, 24.5 
per cent and 38.6 per cent of its new business respectively. 
In 1986-87, the rural business respectively. In 1986-87, the 
rural business has shown an increase of nearly 34 per cent. 
1. See Table No.l 
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i.e., from Rs.2176.79 crores in 1985-86 to Rs.2916.04 crores 
in 1986-87. The number of policies in rural business has 
also increased from 12.27 lakhs in 1985-86 to 14.82 lakhs in 
1986-87, showing an increase of 20.7 per cent . The business 
in fores in respect of number of policies is expected to rise 
from 342 lakhs in 1988-89 to 392 lakhs in 1990-91, i.e., an 
overall increase of nearly 14.6 per cent. The sum assured 
and bonus will go up from Rs.59662 crores in 1988-89 to Rs 
65913 crores in 1990-91 , i.e., an overall rise of nearly 44 
per cent^. Added to this the life insurance business offers 
protection and retirement benefits under group schemes which 
are in the nature of employees benefit schemes. These 
schemes form an ideal means of achieving a better employee 
morale which lead to greater productivity. The schemes 
provide life insurance protection at very low cost because 
of the economic achieved through mass administration 
methods. 
The L.I.C. has transacted business worth Rs. 12644.53 
crores under group insurance schemes during the year 1986-87 
1. The L.I.C. Annual Report and Accounts, op.cit., p.6, 
2. See Table No.3. 
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covering 1,03,22,000 lives as shown in Table No. 2. The 
target of group insurance business in India, i.e., in 
respect of number of schemes between 1987-88 and 1989-90 is 
expected to increase from 20150 to 24100, showing an overall 
increase of nearly 19.80 per cent. Similarly, the number of 
lives under existing and new schemes will increase from 
10200 in 1987-88 to 11800 in 1989-90, indicating an overall 
rise of nearly 15.68 per cent . 
In the investment field, the life insurance plays a 
very important role in the country. In keeping with the 
Government policy, substantial support is being given by 
investments in central and State Government Securities and 
in the socially purposive sector. As at 31.12.1987, the life 
insurance has invested Rs.1299.82 cores in electricity, 
Rs.1393.79 crores in housing and Rs.550.56 crores in water 
supply and sewerage schemes. As on 31st March, 1987 the book 
value of life insurance, the investment stood at Rs 15692 
3 
crores as against Rs. 13936 crores in the previous year. The 
1. See Table No.4. 
2. The Economic Times, New Delhi, August 6, 1988, p. 6 
3. Ibid., p.6. 
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book value of investment in the socially purposive sector as 
on 31st March, 1987 was Rs.6445^ crores. Added to this the 
insurance plans to invest around Rs.10000 crores during the 
Seventh Plan Period through portfolio and other investment. 
A total income of nearly Rs.4800 crores by 1990 against the 
income of Rs.3458.97 crores in 1987 is expected to be 
earned. Of the Rs.4800 crores total income projected for 
p 3 
1990*^. Income from premiums was likely to be about Rs.2800 
crores, bearing some Rs.l846 crores accrue from the 
investments made by the life insurance. Among major areas of 
investment planned by the business would be the housing 
sector in which a sum of Rs.1023.27 crores was already 
invested . The life insurance business also proposes to 
open 60 new branch offices during the year 1986-87^, in 
different parts of the country. 
1. Yogakshema, Bombay, vol.81, No.9, September 1987, p.20. 
2. Financial Express, New Delhi, January 21, 1986, p.l. 
3. Yogakshema, Bombay, vol.31, No.l, January 1987, p.10. 
4. The L.I.C. Annual Report & Accounts Bombay, 1987, 
op.cit., p.23. 
5. Ibid., p.44. 
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CONCLOSION 
In conclusion, it can be observed that the life 
insurance business in India has been put on a sound lines 
after its nationalisation in 1956. Various advantages of 
nationalisation have come to accrue. Reasons for which the 
business was nationalised have more or less been 
materialised. There are a number of developmental schemes 
under way in different directions namely, structural and 
organisational development, development in the field of 
claims settlement. A number of other directions in which the 
life insurance business has to grow as a vital sector of our 
economy have got to be assessed and put into practice. Among 
them will be the new directions and diversifications in the 
investment policy of the L.I.C. 
It can also be observed that the challenges faced by 
the life insurance business in India would be quite obvious 
in future.It will bring several new changes and new types of 
policies would come up to cater to the needs of the urban 
and rural population. This will help to mobilise resources 
for the socio-economic development of the country. The life 
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insurance business has now reached a stage where it is now 
poised for a major break through not only in the urban but 
in the rural sectors as well. If the meticulous development 
and organisational planning carry through, the life 
insurance business should reach comfortably the target of 
Rs.15080 crores of new business by 1989 and Rs. 23560 crores 
by 1991 as envisaged by the Corporation, Any discussion of 
the development of insurance business in India will be 
incomplete unless and until we analyse the policy of 
investment adopted by the L.I.C. in the country. In the next 
chapter, therefore, the determination of life insurance 
investment policy will be discussed in detail. 
CHAPTER II 
DETERMINATION OF LIFE INSURANCE 
INVESTMENT I'OL I CY — A CONCERTUAL 
FRAMEWORK 
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CHAPTER-II 
DETERMINATION OF LIFE INSURANCE INVESTMENT POLICY — A 
CONCEPTUAL FRAMEWORK 
In the previous chapter an analysis of the development 
of life insurance business in India was made. It was 
observed that the life insurance business was initiated in 
this country by the Britishers when they were ruling this 
country. Later on this role was taken over by the Government 
of India particularly when the life insurance business was 
nationalised and the Life Insurance Corporation of India 
(L.I.C.) came into existence in 1956. The present chapter 
makes an assessment of the investment policies adopted from 
time to time by the Life Insurance Corporation of India. It 
also focusses on the impact of these policies on the overall 
performance and development of the L.I.C. 
INVESTMENT DECISIONS — MEANING AND CONCEPTS 
In the broad and customary sense of the term, an 
investment is an asset or property right acquired or held 
for the purpose of wealth acquisition or income generation. 
From the point of view of investors or suppliers of capital, 
investment is the placement of present funds and resources 
for the purpose of acquiring future incomes in the form of 
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interest, devidends, rent or retirement benefits, or in the 
form of an appreciation in the value of the principal. 
The financial and economic meanings of 'Investment' 
though distinguished from economic meaning are related to 
each other because investment is a part of the savings of 
individuals which flow into the capital market either 
directly or through institutions. Investors as 'suppliers' 
and investors as 'users' of long-term funds find a meeting 
place in the market . As such investment depends on the 
capacity of individuals to save. The savings and 
investments, therefore, become two important aspects of any 
socio-economic development. Investment is both important and 
useful in the context of present day conditions. Some 
factors that have made investment decision increasingly 
important are: larger life expectancy, high rate of 
inflation, increasing rates of taxation, high interest 
rates, larger income and availability of a complex number of 
n 
investment outlets . 
Investment decision have become significant as people 
retire between the ages of 55 and 60. The earnings from 
1. Herbert E. Dougall, Investments, Prentice-Hall, Inc., 
Englewood Cliffs, New Jersey, 1968, p.2. 
2. Singh, Preeti, Investment Management, Himalaya Publica-
tion House, Delhi, 1986, p.4. 
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employment should, therefore, be calculated in such a manner 
that a portion should be put away as savings. Savings by 
themselves do not increase wealth. They must be invested in 
such a way that the principal and income will be adequate 
for a greater number of retirement years . 
The importance of investment decision is further 
enhanced by the fact that there is an increasing number of 
men and women working in organisations. These men and women 
will be responsible for planning their own investments 
during their working life so that after retirement they are 
able to have a stable income. Increase in working 
population, proper planning for life span and longevity have 
2 
ensured the need for balanced investments . 
Inflation has become a continuous problem since the 
last decade. Fall in purchasing power is a serious 
investment risk. Prudent investors while making investment 
decision choose their portfolios in such manner that the 
impact of this risk is reduced to the minimum. The idea of 
safety of capital has been extended in the minds of many 
investors to include protection against loss of purchasing 
1. Herbert E. Dougall, Investments, Prentice-Hall, Inc., 
Englewood Cliffs, New Jersey, op.cit., p.40. 
2. Singh, Preeti, Investment Management, Op.cit., p.5. 
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power of income or principal because of monetary inflation . 
The investor will try and search an outlet which gives him a 
high rate of return in the form of interest to cover any 
decrease due to inflation. He will also have to judge 
whether the interest or return will be continuous or there 
is a likelihood of irregularity. Coupled with high rate of 
interest, he will have to find an outlet which will ensure 
safety of principal. Besides high rate of interest and 
safety of principal, an investor will also have to bear in 
mind the taxation and its impact on investment decision. 
The interest earned through investments should not be those 
which will unduly increase his taxation burden. Otherwise, 
the benefit derived from interest will be compensated by an 
increase in taxation. 
Taxation is one of the crucial factors in any country 
which introduces an element of compulsion in a person's 
savings. There are various forms of savings outlets in our 
country in the form of investments which help bringing down 
the tax level by offering deductions in personal income. 
Benefits in tax accrue out of investments in Unit Trust 
Certificates, unit linked insurance plan, life insurance, 
1. Graham, Benjamin & Dodd David L., Security Analysis 
Principle and Technique, McGraw-Hill Book Co. Inc., New 
York, 1951, p.49. 
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national saving certificates, Developments bonds, Post 
Office Cumulative Deposit Schemes, Thermal Power Corporation 
and Railway bonds etc. 
Another aspect which is necessary for a sound 
investment plan is the level of interest rates. Interest 
rates vary between one investment and another. These may 
vary between risky and safe investments; they may also 
differ due to different benefit schemes offered by the 
investments. These aspects must be considered before 
actually allocating any amount. A high rate of interest may 
not be only factor favouring the outlet for investments. 
Stability of interest is as important as receiving a high 
rate of interest. 
Another reason due to which the investment decisions 
have assumed importance is the general increase in 
employment opportunities in India. After independence with 
the initiation of economic development in the country a 
number of new organisations and services have come into 
existence. The Banking Recruitment Services, the Indian 
Administrative Service, Public Sector Enterprises, Expansion 
in Private Corporate Sector, establishment of financial 
institutions, Tourism, Hotels, Educational institutions, are 
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some examples. The employment opportunities gave rise to 
both the male and female working force. More income and more 
avenues for investment have led to the ability and 
willingness of working people to save and invest their funds 
in the avenues . 
In addition to the above, the growth and development of 
our country leading to greater economic activity has led to 
the introduction of a vast arrangement of investment 
outlets. Apart from putting aside savings in the savings 
banks accounts where interest is low, investors have the 
choice of investments in other channels. They will have to 
try and achieve a proper mix between high rate of return and 
stability of return to reap the benefits of both. Some of 
the instruments available are company shares, provident 
funds, life insurance, fixed deposits in corporate sector, 
Unit Trust Schemes and so on . 
After having discussed the concept and importance of 
investment it is essential to point out the factors which 
are favourable for the growth of investments. The investment 
market should have a favourable environment to be able to 
1. Singh Preeti, Investment Management, Op.cit., p.6. 
2. Ibid., p.6. 
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function effectively. In India where all business activities 
are marked by social, economic and political considerations, 
it is important that the political and economic institutions 
are congenial for economic investments. Generally there are 
three basic considerations which foster growth and bring 
opportunities for investment. These are: legal safeguards, 
existence of financial institutions to aid savings and form 
of business organisation. 
A stable government which frame adequate legal 
safeguards encourages accumulation of savings and 
investments. Investors will be willing to invest their funds 
if they have the assurance of protection of their 
contractual and property rights .In India the investors have 
the dual advantage of free enterprise and Government 
control. Freedom, efficiency and growth are ensured from the 
competitive forces of private enterprise, the political 
climate is conducive to investment as Government control 
p 
provide a sense of stability to the capital market . 
The presence of financial institutions which encourages 
savings and direct them to productive uses helps the 
1. Singh, Preeti, Investment Management, Op.cit., p.7. 
2. Ibid., p.7. 
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investment market to grow. The financial institutions 
generally in existence in most countries are the commercial 
banks, life insurance companies and investment companies. In 
addition, in the United States there are investment bankers 
and mortgage bankers. Investment bankers are merchants of 
securities. They buy bonds and stocks of corporations and 
Government bodies for re-sale to investors. The investment 
bankers are distinguished from security brokers who act as 
agents in buying and selling already issued securities for 
commission. Mortgage bankers sometimes act as merchants and 
sometimes as agents on mortgage loans generally on 
residential properties. They serve as middlemen between 
investors and borrowers and perform collateral services in 
connection with loans. Commercial banks and financial 
institutions also act as mortgage bankers in giving mortgage 
loans and in servicing the loans . 
In India, the presence of a large number of financial 
institutions under Central Government and State Governments 
and rural bodies have encouraged the growth of savings and 
investments. They offers a wide variety of schemes for 
savings and give tax benefits also. Apart from these, there 
is a well organised network of development banks such as 
1. Singh, Preeti, Investment Management, Op.cit., p.8. 
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Industrial Development Bank of India (I.D.B.I.), Industrial 
Credit Investment Corporation of India (I.C.I.C.I.), 
Industrial Finance Corporation of India (I.F.C.I) etc. At 
the State level there are State Financial Corporations, and 
for rural areas and agriculture, the National Agricultural 
Bank for Agriculture and Rural Development (NABARD). These 
financial institutions and development banks offer a wide 
variety of policies for encouraging savings and for 
investment. These institutions serve as an element of 
strength to the capital market and promote discipline while 
encouraging growth. 
The form of business organisation which is permanent in 
existence aids savings and investment. The public limited 
companies have been said to be the best form of 
organisation. The three characteristics of joint stock form 
of business organisation which have been very useful for 
investors are limited liability of shareholders, perpetual 
seccession and transferability and divisibility of stocks 
and shares. The public limited company with the ability to 
continue its business irrespective of members comprising it, 
gives longevity and strength to its business activity. In 
contrast to a public limited company whose shareholders have 
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limited liability, the sole proprietor or a partner in a 
partnership firm are liable for all the debts of the firm to 
the full extent of his personal wealth . In these 
conditions, investors are hesitant to risk their savings in 
these forms of organisations. Besides, unlimited liability 
the partnership and proprietor also suffer from short life 
of the organisation. With the death or retirement of any of 
the partners, a partnership firm is dissolved. Similarly, a 
sole proprietor carries on business only during his life 
time. The public limited companies also have the character-
istic of transferability of shares which is a guarantee for 
the liquidity of the company. In contrast, the partnership 
restricts stability and transferability freely from person 
to person. The public limited company, therefore, is a 
popular form for investment as the investors benefit from 
liquidity, convenience and longevity. 
Uptil now we were discussing the importance and 
principles of investment in general terms. In the pages that 
follow, our endeavour will be to analyse and examine the 
pattern of investment of the L.I.C. in India. 
1. Singh, B.P., Chhabra, T.N., Business Organisation and 
Management, Kitab Mahal Agencies, Allahabad, 1985, 
p.115. 
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PATTEBN OF INVESTMENT 
According "bo the accepted principles of investment, the 
Lie should invest funds in such a way that maximum yield is 
available consistent with safety of capital. The problem of 
investment assumes great importance in the case of this 
Corporation because huge sums are available by way of 
premiums. Since these funds are not fully required to meet 
the liabilities, the life insurance business should invest 
a major portion of the total assets and earn a reasonable 
rate of interest which can be used in reducing the cost of 
insurance. In this context, the Life Insurance Corporation 
is guided by certain basic principles, such as safety, 
security, yield, convertibility, diversification etc. 
A safe investment is one which offers reasonable 
protection against the risk of capital loss , The Life 
Insurance Corporation must give due regard to safety of 
capital in making investment mainly because its primary 
business is to pay claims, as and when they arise. Since in 
this matter, the position of the Corporation is that of a 
trustee, it has to choose between safety and yield in as 
1. Grewal, S.S., Grewal Narjot, Successful Stock Market 
Investing, Vision Books, Incorporating Orient Paper-
backs, New Delhi, 1987, p.l. 
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much as there is neither total nor partial loss of capital. 
The security of capital is essential to enable insurers to 
serve as true collectors of funds for paying the claims. As 
for as possible, investments of high denomination should be 
held for the life insurance funds and in the safest possible 
channels. 
In addition to the security of capital, the adequacy of 
yield too is an important factor. The insurer should bring 
about a proper coordination between the two elements 
safety and yield. The funds should be invested in such a way 
that they should get at least that rate of interest which 
has been assumed in arriving at the net premium. Interest 
is a factor taken into consideration while calculating 
premiums. On account of the security of capital and 
adequacy of yield, bonds and debentures of public sector 
corporation and the Government Companies are better than the 
shares of Joint Stock Companies. 
Diversification is the most important consideration in 
insurance investments which may take different forms. It 
means that the life insurance funds should be distributed 
both geographically and among different classes of 
investments. It is considered a sound policy not to rely 
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excessively on a single class of investment or a sectional 
investment. This is based on the maxim: "Do not have all 
eggs in one basket" but reduce the risk by dispersal of 
funds among different types of securities and investments. 
The L.I.C. has been continuously providing funds to a large 
number of Indian industries through the purchase of their 
securities, debentures, preference and equity shares. The 
choice of the Corporation to invest the growing volume of 
life fund in Government securities and in established 
concerns has resulted into concentration of investments in 
few industries and few companies. The cement, cotton, 
textiles, electricity and electrical goods, engineering, 
iron and steel and minerals which are the oldest industries 
have attracted 60 per cent of the total LIC's investment in 
shares and debentures . In the context of planned economic 
development of India, the investment of the L.I.C. funds is 
of major importance. A well conceived, integrated and 
diversified investment plan, while furthering the interests 
of more than one crores of policy-holders, has great 
potentialities of effecting a balanced development of the 
country. 
1. Khan, M.A., Theory and Practice of Insurance, Aligarh, 
A.M.U., 1977, p.247. 
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Diversification may further be assumed by having 
numerous securities of fixed as well as of variable yield. 
The Corporate, Government and Semi-Government securities 
should be purchased in such proportion as to have a 
harmonious combination of security and yield. If all the 
funds are invested in industrials and commercials, a huge 
amount of taxes -will have to be given. It will be a great 
problem, especially when the taxation rates are too high 
today. Hence a considerable portion of the securities must 
be invested in tax-free securities. 
Convertibility of investment is one of the basic 
principles of investment. It means the ability with which 
investment are converted into cash without undue loss of 
capital and without much inconvenience. Normally, the 
present income on account of interest and premiums is 
sufficient to meet the future claims. But on certain 
occasions, the convertibility of investment into cash is a 
'must' in order to pay cash for surrender values, to grant 
loans on demand and to meet the claims, if the funds in hand 
are not sufficient. Hence, in usual circumstances, ready 
convertibility is not a necessary quality of an investment 
but from the long-range point of view, particularly, to meet 
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the needs of maturing obligations it is a must"'-. The 
Corporation may also keep a portion of these funds in cash 
or in such securities which can be realised without delay 
and loss. The liquidity consideration should also be kept in 
mind in order to avail of an exceptionally favourable 
investments opportunity, which requires selling of the 
existing securities and purchasing of a new series of 
securities having better terms and conditions. 
Thus, all the above guiding principles must be kept in 
view by the L.I.C. while investing its funds in different 
securities. Great care has to be taken in selecting suitable 
channels of investments and supervising them. With the help 
of financial forecasting based on a well thought-out 
analysis of economic, political and financial conditions, 
the financial experts select that form and type of 
investment which gives the maximum return, it may be added, 
however, that keeping in view the above principles of 
investment, the investment policy must promote and help the 
life insurance business in various ways. On the one hand, 
these investment should reduce the cost of insurance and 
tempt others to have it at a lower cost and on the other. 
1. Khan, M.A., Theory and Practice of Insurance, Op.cit., 
p.233. 
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•these investments should be utilised for socio-economic 
needs of the country. 
Table no.8 below shows the book value of total 
investments of Life Insurance Corporation (L.I.C.) of India 
after its nationalisation. 
TABLE NO.8 
INVESTMENT OF LIFE INSORANGE CORPORATION OF INDIA (1956 TO 
1987-88) 
YEAR Rs. in crores Percentage inc./dec. over 
1956 
1956 349.30 
1961 581.40 66.44 
1966-67 1078.40 208.73 
1971-72 1925.10 451.13 
1976-77 3541.00 913.74 
1981-82 7474.00 2039.70 
1987-88 15692.00 4392.41 
Accounting year: The first report of the L.I.C. covered 16 
months from 1st September to 31st December 
1956 and the Sixth report covered 15 
months from 1st January 1962 to 31st March 
1963. Thereafter, the accounting year is 
1st April to 31st March. 
Source: (i) The Indian Journal of Commerce, Andhra 
University, Visakhapatanam, Vol. xxxviii, 
No.144, July - September 1985, p.53. 
(ii) Commerce, Weekly, Bombay, September, 12-18, 
1987, p.28. 
(iii) The Economic Times, New Delhi, August 6, 
1988, p.6. 
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From the table it is evident that the investment of 
Life Insurance Corporation (L.I.C.) of India has increased 
from Rs.349.30 crores in 1956 to Rs.581.40 crores in 1961, 
indicating a rise of nearly 66.44 per cent. Similarly, the 
book value of total investment of life insurance business 
went up from Rs.349.30 crores in 1956 to Rs.1,078.40 crores 
in 1966-67, showing a rise of nearly 208.73 per cent. 
Likewise, the book value of total investment of L.I.C. has 
gone up from Rs.349.30 crores in 1956 to Rs.1925.10 crores 
in 1971-72, i.e. an increase of more than 451 per cent. 
Between 1956 and 1976-77, the investment of life insurance 
business has further increased by nearly 913.74 per cent 
from the figure of Rs.349.30 crores to Rs.3541 crores. 
Consequently, the book value of total investment of life 
insurance business went up from Rs.349.30 crores in 1956 to 
Rs.7474 crores in 1981-82, showing an increase of nearly 
2039.7 per cent. From the years 1956 to 1987-88, the book 
value of total investment of life insurance business has 
increased from Rs.349.30 crores in 1956 to Rs.15692 crores 
in 1987-88, this shows an overall increase by more than 4392 
per cent during the period under review. 
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Table No.9 shows a broad outline of Corporation's 
total investment in different sectors in India between 1982 
and 1987. 
TABLE NO.9 
INVESTMENT OF LIFE INSURANCE CORPORATION OF INDIA IN DIFFERENT 
SECTORS (1982 TO 1987) 
1982 1987 
Category Investment % of Investment % of 
loans as on total loans as on total 
31.3.1982 31.3.1987 
Government securities and 
other Approved securities 
Special deposit with 
Government of India 
Municipal and other securi-
ties not guaranteed by govt 
Shares and Debentures of 
Companies 
Loans for Housing Development 873.17 
including Mortgage of 
property 
Loan to Development Authority 1.44 
in Nagaland 
Loan to State Electricity 865.35 
Boards/NEEPCO 
3605. 
241. 
74. 
360. 
 
64 
.00 
.62 
.36 
.
48. 
3, 
1. 
4, 
11, 
,34 
.22 
.00 
.82 
.68 
6843. 
921. 
63, 
1023, 
1393, 
.23 
.00 
.00 
.38 
.79 
Loans for Water supply and 
sewerage schemes 
356.40 
.01 
11.56 
4.77 
Loans to State Road Transport^ :::is:3j?75^ 'l^ '===5j- • 
Corporation 
y^' r 
('*C Ace No. 
o^ 
560.56 
49.10 
6.61 
7.35 
10.00 
1.10 
1299.82 9.33 
4.02 
116.17 0.83 
contd.... 
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Loans to sugar Co-operative 25.79 .35 14.24 0.10 
Societies 
Loans for setting up 19.04 .25 13.92 0.10 
Industrial Estates 
Term loan to Companies 392.47 5.25 561.90 4.03 
2.75 
0.09 
459.74 
.03 
-
6.15 
-
0.05 
903.46 
Participating in Bills 
Rediscounting 
Loan on Personal Security 
Loans on Insurer's Policies 6.49 
within their surrender values 
including A.N.F. advances 
Contribution to Initial 0.75 - 0.75 
Capital of Unit Trust of India 
Application Moneys for 0.35 -
Securities and shares 
Advances subscription for 
securities 
Investments in Foreign 
Countries 
House Property and Land 
Total 
Sources: (i) Yogakshema, monthly, Bombay, Vol.81, No.9, September 
1987,p.48. 
(ii) Annual Report & Accounts of L.I.C. 31st March 1982, 
p.9. 
It is evident from the above table that the total 
investment of Life Insurance Corporation (L.I.C.) in 
2.07 
41.18 
75.26 
7473.01 
.02 
.55 
1.00 
100.00 
11.37 
79.99 
128.26 
13936.00 
0.08 
0.58 
0.93 
100.00 
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different sect-ors has increased from Rs. 7473.01 crores in 
1982 to Rs.13936 crores in 1987, indicating an overall 
increase of nearly 86.48 per cent. Investment in Government 
and other approved securities went up from Rs.3605.64 crores 
in 1982 to Rs.6843.23 crores in 1987, showing an increase of 
nearly 89.8 per cent. Similarly, special deposit with 
Government of India has gone up from Rs.241 crores in 1982 
to Rs.921 crores in 1987, i.e., an increase of nearly 282 
per cent. But investment in municipal and other securities 
not guaranteed by Government has come down by nearly 15.5 
per cent, i.e., from Rs.74.62 crores in 1982 to Rs.63 crores 
in 1987. The share in total investment in Government 
Securities went up from 48.34 per cent to 49.10 per cent and 
the share in special deposit with Government of India has 
increased from 3.22 per cent to 6.61 per cent between 1982 
and 1987. In the same year the share in total investment of 
Government securities went up by nearly 1 per cent. 
Similarly, the share and debenture of companies went up by 
2.53 per cent. Loans to state electricity boards has gone up 
from Rs.865.35 crores in 1982 to Rs,1299.82 crores in 1987, 
showing an increase of nearly 50.2 per cent. Likewise, loans 
for water supply and sewerage schemes has increased by 57.28 
per cent, i.e., from Rs.356.4 crores in 1982 to Rs.560.56 
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crores in 1987. Consequently, the investment in state road 
transport corporations has gone up from Rs.75.54 crores in 
1982 to Rs.116.17 crores in 1987, showing an increase of 
nearly 53.7 per cent. But loans to sugar co-operative 
societies has come down from Rs.25.79 crores in 1982 to 
Rs.14.24 crores in 1987. This shows a decline of nearly 44.7 
per cent. Thus, it is clear from the above table that the 
investment in Government securities is much higher as 
compared to other sectors during the period under review. 
The Life Insurance Corporation is investing a sizeable 
portion of its funds in socially oriented sector by way of 
loans to State Governments for housing schemes, apex co-
operative housing finance societies for financing primary 
co-operative housing societies, local bodies/state-level 
boards for water supply and sewerage schemes, state 
electricity boards for generation of electricity, state road 
transport corporations for purchase of vehicles and co-
operative industrial estate/state sponsored industrial 
corporations for the setting up of industrial estates etc. 
The loans advanced to State Governments for various housing 
schemes are as per allocation decided by the Planning 
Commission. The State Governments have to utilise these 
funds for the economically weaker sections namely housing 
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schemes, low income group housing schemes, middle income 
group housing schemes, rental housing schemes for State 
Government employees and rural housing schemes. 
Table No.10 below shows the total loans/advanced by the 
Life Insurance Corporation of India between 1982 and 1987 
for the various socially oriented schemes. 
TABLE NO.10 
LOANS/ADVANCED BY THE L.I.C. FOR THE VARIOUS ORIENTED 
SCHEMES (1982 TO 1987) 
(Rs. in crores) 
S.N. Category 1982 1987 
1. Electricity 
2. Housing Schemes 
3. Water supply and sewerage 
4. Transport 
5. Industrial development 
Total 515.38 590.55 
Source: Compiled from various Annual Reports & Accounts of 
the Life Insurance Corporation of India. 
153. 
109, 
56. 
24, 
170. 
,98 
,40 
,66 
,86 
,48 
202. 
149, 
40. 
19, 
178. 
76 
,22 
47 
,96 
14 
Data set out in table No.10 reveal that the total loans 
sanctioned by the L.I.C. for the various social-oriented 
schemes has increased from Rs. 515.38 crores in 1982 to 
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Rs.590.58 crores in 1987, indicating an overall increase of 
nearly 14.58 per cent. The loans in electricity went up from 
Rs.153.98 crores in 1982 to Rs.202.76 crores in 1987, i.e., 
an increase of nearly 31.67 per cent. Similarly, the 
investment in housing schemes went up by more than 36 per 
cent, i.e., from Rs.109.40 crores in 1982 to Rs.149.22 
crores in 1987. But the investment in water supply and 
sewerage has come down from Rs.56.66 crores in 1982 to 
Rs.40.47 crores in 1987, showing a decline of nearly 28.5 
per cent. The investment in transport has also declined by 
nearly 19.7 per cent. The investment in industrial 
development has increased from Rs.170.48 crores in 1982 to 
Rs.178.14 crores in 1987, indicating a rise of nearly 4.49 
per cent. Thus, it is clear from the above table that the 
loans in housing schemes is much higher as compared to other 
sectors. 
From the foregoing discussion it has emerged that the 
life insurance business performs a very useful function in 
building the economy of our country by strengthening the 
individuals propensity to save and in making the resources 
available for long-term investment. Through the appropriate 
mobilisation of savings from the people, life insurance 
finances the capital formation both in the private and 
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public sector of our country. The life insurance business, 
thus, plays an important role by providing insurance 
protection against death and old age on one hand and 
accelerating the growth of national economy on the other by 
making huge investments in various sectors of our economy. 
After having discussed the pattern of investment of 
Life Insurance Corporation of India, I shall now turn to 
deal with the investment media of L.I.C. 
INVESTMENT MEDIA OF LIFE INSURANCE CORPORATION 
There are various types of investment media of life 
insurance business. A sound investment programme can be 
constructed if the investor familiarizes himself with the 
various alternative investment available. The ultimate 
objective of the investor is to drive a variety of 
investment that meets his preference for risk and expected 
return. The investor will select the portfolio which will 
maximise his utility. Securities prevent a wide range of 
risk from risk-free instruments to highly speculative shares 
and debentures. From this broad spectrum the investor will 
have to select those securities that maximise is expected 
return subject to certain considerations. The investment 
decision is an optimization problem but the objective varies 
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from investor to investor. It is not only the construction 
of a portfolio that will promise the highest expected return 
but, it is the satisfaction of the need of the investor . 
For instance, one investors may face a situation when he 
requires extreme liquidity. He may also want safety of 
security. Therefore, he will have to choose a security with 
low return. Another investor would not mind high risk 
because he does not have financial problems but he would 
like a high return. Such an investor can put his savings in 
growth shares as he is willing to accept risk. Another 
important consideration is the temperament and psychology of 
the investor. Some investors are temperamentally suited to 
take risks. There are others who are not willing to invest 
in risky securities even if the return is high . 
On the basis of the above criteria an analysis of the 
various classes of investment media or outlet of the L.I.C. 
may be as follows: 
A. STOCK EXCHANGE SECURITIES 
1. GOVERNMENT SECURITIES 
(i) Floating Debt 
1. Singh, Preeti, Investment Management, Op.cit., p.12, 
2. Ibid., p.13. 
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(ii) Short-dated securities 
(iii) Long-dated securities 
(iv) Securities redeemable at option 
2. CORPORATE SECURITIES 
(i) Debentures 
(ii) Preference shares 
(iii) Equity shares 
B. NON-STOCK EXCHANGE INVESTMENTS 
(i) Mortgage and loans 
(ii) Real estate 
The life insurance company has to choose its portfolio 
out of the above list. 
GOVERNMENT SECURITIES 
The term 'Government securities' describes a 
heterogenous group of securities' with widely varying 
characteristics. By common consent Government securities are 
deemed to be the safest of all the securities . It includes 
all the obligation of national Government and of their 
several subdivision such as States, Municipalities or 
1. Bajpai, O.P., Life Insurance Finance in India, Vishwavid-
yalaya Prakashan, Varanasi, 1975, p.209. 
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Corporations etc. Government of India securities fall under 
several classes. There is the unfunded debt of the 
Government which is composed of short-period obligations and 
is also called the floating debt. It is represented by-
treasury bills, Post Office Saving Bank accounts and cash 
certificates. Then there are short-dated securities or 
shorts which are redeemable generally within five years. 
Finally, there is the funded debt which includes long-period 
obligations that may or may not be redeemable. The funded 
debt which is redeemable is denoted by terminal long-dated 
securities or redeemable longs, and that which need not 
compulsorily be redeemed is denoted by irredeemable longs . 
The interest rates on Government securities are 
determined by the prevailing yields at the time of offering. 
The new offering are usually made at par except those few 
issues which are offered on a discount basis. The yield on 
Government securities is determined by the market price, 
coupon features and the maturity provision of each issue. At 
the time of purchase the prevailing yield becomes the 
expected or book yield to the investor. If the security is 
1. Agarwal, A.N., Life Insurance in India, Allahabad Law 
Journal Press, Allahabad, 1961, p.266. 
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sold prior to final maturity, the realised cash is smaller 
than that entered in books. Consequently, the yields are 
important considerations to the sale, purchase or switches 
in Government security portfolio of the L.I.C. as well as an 
important guide to the treasury in the determination of the 
characteristics of new offering . 
The marketability features on outstanding issues differ 
widely. Many issues are fully marketable, that is, they may 
be purchased by all types of investors but contains 
restriction upon their transferability. Other issues are 
freely but not fully marketable. They may be purchased by 
all types of private investors, excepts of course, specified 
ownership groups (namely, commercial banks), and may be 
freely traded among the eligible investors. A few issues 
have only limited marketability, both with respect to the 
number of eligible investors and with regard the amount of 
any investor's annual purchase of these issues. Furthermore, 
some issues have resale restrictions. They can only be sold 
to the Treasury Department on demand at fixed and 
predetermined price or can be converted into a different 
type of security which has a diminishing marketability. 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.200. 
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Finally, a number of issues of Indian Government securities 
have no marketability in so far as the L.I.C. is concerned 
because they can not be purchased or held by it at any time. 
However, these issues may have restricted marketability 
from the stand point of those investors eligible to own 
them. 
STATE, MUNICIPAL AND APPROVED SECURITIES 
There are several significant differences in the 
characteristics of State and municipal issue from those 
associated with Indian Government issues. In contrast to 
Feder-al obligations, the majox'ity of State/municipal issues 
are of a serial type, that is, a specified proportion of the 
outstanding issues matures at regular intervals throughout 
the life of the obligation. In addition, some term 
obligations are also offered. Very limited use has been made 
of the call option on the serial or term issues either in 
terms of price or of fixed optional maturity dates. The 
terms, conditions and yields of State and Municipal 
obligations also differ from that of Indian Government 
securities. This is partly due to the basic differences in 
credit standing of State and Municipal obligations. Besides, 
there are no restrictions imposed by the State or 
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Municipalities on the marketability of these issues, that 
is, all issues are fully marketable. 
Since 1961, a definite changes has taken place in the 
borrowing technique of the State Government in India. State 
have become largely long-term borrower and they offer 
securities of varying maturity and yield. In certain cases 
the yield of State Government securities is much higher than 
the Central Government securities. 
Besides, the securities issued by Municipal Bodies, 
Port-Trust or improvement trusts State-owned Corporation 
etc. are called Semi-Government securities. These securities 
do not have the support of the Reserve Bank of India in the 
maintenance of market value . They are included in "Trustee 
Investment' which allows investment in debentures or other 
securities for money issues, under the authority of any 
Central Act or by it on behalf of any Municipal Body, Port 
Trust or City Improvement Trust in any Presidency town. They 
are included in the approved investments of L.I.C. Besides 
bonds of Central Land Mortgage Banks, shares and bonds of 
Industrial Finance Corporation and State Finance 
1. Agrawal, A.N., Life Insurance Finance in India, Op.cit., 
p.272. 
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Corporations are also included in the 'approved list' of 
Life Insurance Corporation (L.I.C.) investment. 
INVESTMENT ATTRIBOTES OF GOVERNMENT SECURITIES 
The Indian Government and State Governments obligations 
enjoy a unique investment status, in the portfolio structure 
of L.I.C. From an investment point of view the Government 
securities are quite safe as the Federal Government has both 
the power to issue money and the power to tax. The credit 
status of the Government of India and the State Government 
is considerably high as they have never repudiated any debt 
and are always willing to honour their obligations. However, 
in contrast to Central and State Governments, the financial 
conditions of municipalities is still weak and their ability 
to pay the principal and interest depends upon their limited 
resources. 
The liquidity features is also present in Government 
securities to a remarkable extent. Besides the short-term 
securities where payment is assured on due date, their 
maturity features assure repayment within a short period of 
time at pre-determined prices. To the extent that these 
short-term issues are marketable, their maturity characteri-
stics also greatly limit their price fluctuations. The broad 
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distribution of ownership of Central Government obligations, 
both within and among various types of investors, is 
important factor in increasing the liquidity of these obli-
gations . Since all investors are not motivated by similar 
factors in the management of their portfolios, the sales of 
issues which are widely held are more likely absorbed by 
other investor. Moreover, the sizeable holding of Government 
securities by large number of investors enhances their 
marketability. 
Table No.11 shows the investment of Government 
securities between 1957 and 1987. 
TABLE NO.11 
COMPOSITION OF GOVERNMENT SECURITIES (1957 TO 1987) 
(Rs. in crores) 
Year ended Central Govt. State Govt. Approved Total Govt, 
securities securities securities securities 
31st Dec. 1957 
31st Dec. 1961 
31st March 1967 
31st March 1972 
31st March 1977 
31st March 1982 
31st March 1987 
185.6 
236.8 
334.6 
549.4 
981.0 
2010.9 
4675.6 
42.5 
117.0 
179.6 
247.0 
428.1 
455.7 
416.9 
32.5 
61.2 
124.9 
268.6 
457.3 
1139.0 
1751.2 
260.6 
415.0 
639.1 
1065.0 
1866.4 
3605.6 
6843.7 
Source: Compiled from Various Annual Reports & Accounts of Life 
Insurance Corporation of India. 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.202. 
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Data set out in table No.11 reveal that the investment 
of Central Government securities has increased from Rs.185.6 
crores in 1957 to Rs.4675.6 crores in 1987, indicating an 
overall increase of nearly 2419.1 per cent. Similarly, the 
investment of State Government securities went up from 
Rs.42.5 crores in 1957 to Rs.416.9 crores in 1987, showing 
an overall rise of nearly 880.9 per cent. Likewise, the 
investment of approved securities has gone up from Rs.32.5 
crores in 1957 to Rs.1751.2 crores in 1987, i.e., an overall 
increase of 5288.3 per cent during the period under review. 
Thus, the investment of Central Government is higher that 
the State Government. However, relatively, the investment in 
these securities, which constituted 71.3 per cent of the 
total investment in Government securities in the year 1957, 
has declined to 55.8 per cent only in the year 1982. This 
decline may be attributed to the increase in volume of 
investment in State Government securities up to the year 
1961 and in approved securities beyond that during the 
period under study. The relative share of the investment in 
approved securities increased from 12.4 per cent of the 
total investment in Government securities in the year 1957 
to 31.6 per cent of the same in the year 1982. Thus, with 
the passage of time, the emphasis on investment in 
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Government securities shifted from Central and State 
Government securities to approved securities which are 
becoming more popular in recent decades due to establishment 
of a large variety of public Corporation in India. 
CORPORATE SECURITIES 
Corporate securities are an important source of 
investment for life insurance funds. They occupy a position 
only second to Government securities in the investment 
portfolio of the L.I.C. Corporate securities comprise of 
debentures, preference share and equity shares. Corporate 
securities have come into prominance only after the Second 
World War . They have gained importance due to enormous 
growth of life fund. 
The Corporate securities are divided into two main 
groups -- debentures and shares, with the latter sub-divided 
in preference shares and equity shares. The first and basic 
division recognises and conforms to the fundamental legal 
distinction between the creditor's position and partner's 
position. The legal rights attached to different types of 
securities have important effects on the movement of 
security prices. 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.286. 
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CORPORATK SECURITIES 
DEBENTURES 
A debenture is a security as it represents a first 
charge on the fixed assets of the borrowers and a floating 
charge another assets, and confers status of a creditor on 
its holder unlike a shareholder who is an owner. A debenture 
is entitled to its return whether profits are made or not, 
failing which it has the right to foreclose. Good 
debentures in foreign countries have a record of consistent 
payment and freedom from serious trouble. In the U.S.A., 
they provide investment outlet for 75 per cent of life 
insurance funds, 50 per cent of commercial bank funds, 65 
per cent of mutual savings bank funds, and a probable 50 to 
60 per cent of endowment and trust funds . From the stand-
point of the safety objective in life insurance investment 
also its constitutes a prior claim on the assets of the 
company and is protected by the subordinate interest of 
others in the nature of a secondary lien and the propriety 
ownership. Other things being equal, a debenture secured by 
a mortgage or a deposit of collateral offers a greater 
safety than an insecured obligation. The type of business 
1. Clendevin, J.C., Introduction to Investment, McGraw-Hill 
Book Co., New York, 1955, p.139. 
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and the legal form of the obligation are significant only as 
they have a bearing on the ability and willingness of the 
company to meet its commitments to the investor . 
When the Corporation chooses corporate debenture, it 
should do so because of the superior claim they have on the 
earnings and assets of a company. In order to receive a 
surer return, the Corporation accepts a relatively fixed 
income and is deprived of the right to participation in the 
higher return that will be received in the stock if the 
company prospers. The Corporation, as a debenture holder, 
has no voice in the management of the company, and if the 
debentures are callable, they generally cease to be 
attractive investment on any interest date. Furthermore, the 
cause of appreciation in debentures is relatively small. 
PREFERENCE SHARES 
A preference share is a hybrid security enjoying 
neither the respectability of the debenture nor the profit 
potentiality of the equity . Since the tendency of the 
company management is to balance preferences given to 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.208. 
2. Bajpai, O.P., Life Insurance Finance in India, Op.cit., 
p.211. 
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preference share within limitations, most preference shares 
have been described as "neither fish, fowl, nor good red 
herring' . For life offices, preferences shares possess the 
income weakness of debentures, without their elements of 
safety. Likewise, it shares much of the risk of equity 
shares without fully participating in the income 
distributions of prosperous years. 
Preference shares have also been described as 
investments because they lack the security and steady yield 
of debentures and yet are deprived the right of unlimited 
participation in the profits of the company which goes with 
equity shares. Besides, from the standpoint of stability in 
market price and certainly of income, as a class they have 
not so good as record as debentures. If we, therefore, were 
to apply the same rigid tests to preference shares as in the 
case of debentures, we would find that only relatively few 
of the former would qualify as high grade investments and 
that, as a consequence, their prices would also be so high 
that the yield would be little, if any, higher than those 
obtained on debentures of the same quality. 
1. Hoagland, Henry, E., Corporation Finance, McGraw-Hill 
Book Company, Inc., New York, 1947, p.153. 
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In the light of the above features it would be 
desirable for the Corporation to favour those preference 
shares which have no other obligations ahead of them in the 
capital structure of a company. Besides in the selection of 
investments the portfolio managers of the L.I.C. should 
subject preference as a class to even more rigorous 
standards than they apply in the selection of debentures. 
This is mainly due to the mandatory nature of interest 
payments as opposed to the discretionary powers customarily 
possessed by company management with respect to declaring 
preferred dividends. 
Under extremely prosperous conditions preference 
shares gain nothing except their fixed dividends while in 
periods of depression their investment suffer. Thus, they 
get a raw deal both ways. In case of winding up the 
preferential right to capital and dividend remains on paper 
only as they can get only a fraction of their investment if 
anything remains after satisfying prior claims . In periods 
of depression when the atmosphere is surcharged with gloom, 
confidence in the continuance of preference share dividends 
is undermined and their price falls. In periods of boom 
fixed dividend stands in their way of partaking the benefit 
1. Bajpai, O.P., Life Insurance Finance in India, Op.cit., 
p.212. 
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in full while equities show impressive rise. In regard to 
redemption provision the situation is very much like 
debentures. The directors may have the discretion to repay 
not earlier than or after the expiry of a particular date. 
Such discretion may be exercised in periods of low interest 
rates to the disadvantage of preference shareholders. 
EQOITY SHARES 
Equity share represents the residual ownership of a 
company, and is the most dynamic type of security. It is the 
sole beneficiary in profits left after satisfying all prior 
claims and hence is susceptible to wider fluctuations than 
any other type of security. In the list of Corporate 
securities, equity shares have always enjoyed a superior 
position in the portfolio structure of life Insurance 
Corporation. In 1955 the ratio of equity shares to total 
Corporate securities was 42.5 per cent. After the 
nationalisation of life insurance the ratio of equity shares 
to total corporate securities has increased to about 51.6 
per cent. As percentage to total investment equity shares 
was 9 per cent as against 6.6 per cent in 1956 , the 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.210. 
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importance of equity shares has increased in the post-war 
period because they have provided income dependability to 
the insurers at a time when the income on all other fixed 
obligations has considerably decline. In future, in view of 
the rapid economic development, the need of the corporate 
sector for 'equity capital' is likely to increase. 
In the long run the equity share scores over every 
other competitor because of the principle of 'ploughing-
back'. In case of first class well managed companies a 
certain percentage of profits is ploughed back each year to 
facilitate future growth and expansion-*^ . This progressive 
accumulation leads to longer profits and, since the owners 
of equity capital are the residual beneficiaries, they reap 
a richer harvest as years go by. Their gains are, therefore, 
more than commensurate with the risk they undertake. 
Moreover, the urge of an insurance office as pointed 
out earlier, to earn maximum income is important and within 
the area of safety and liquidity it tries to maximise its 
return. This is possible by investing a part of the 
resources in equity shares. The uncertianty of income from 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.215. 
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equity shares is mitigated through a policy of 
diversification. Since, L.I.C. holds large investments funds 
it can minimise risk through diversified holdings of such 
securities. Further,the L.I.C. being a long-term investor, 
can afford to weather the larger cyclical price changes 
formed in equity shares for the greater security against 
failure and greater certainty of income to be derived from 
the equity shares of established companies. Besides the 
funds are also isolated by maintaining an 'Investment 
Reserve Fund'. The reserve accumulates either through 
annual income or from the capital profits made by selling 
investments. The fund takes care of the losses that might be 
incurred in future. 
Inspite of the above mentioned deterring factors 
regarding investment of fund in the Corporate securities, 
sufficient portion of life insurance funds has always been 
invested in Corporate securities, particularly because of 
their higher yield as compared to that of Government 
securities. The investment in Corporate securities can be 
seen from table No.12. 
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TABLE NO.12 
COMPOSITION OF CORPORATE SECURITIES (1957 TO 1987) 
Year ended Equity shares Preference Debentures Total 
shares 
31st Dec. 1957 
31st Dec. 1961 
31st March 1967 
31st March 1972 
31st March 1977 
31st March 1982 
31st March 1987 
33.01 
46.14 
108.90 
130.76 
154.68 
188.21 
249.54 
20. 
25, 
45. 
59. 
43. 
42, 
26. 
,78 
30 
70 
,50 
,16 
,75 
,06 
15. 
20. 
28. 
39. 
76. 
129. 
506. 
35 
60 
60 
,14 
90 
,40 
,25 
69. 
92. 
183. 
229. 
274, 
360. 
781. 
,14 
,04 
19 
,40 
,74 
.36 
.85 
Source: Compiled from various Annual Reports & Accounts of the 
Life Insurance Corporation of India. 
It is evident from the table that the investment of the 
Corporation in terms of equity shares has increased from 
Rs.33.01 crores in 1957 to Rs.249.54 crores in 1987, 
indicating an overall increase of nearly 655.9 per cent. 
Similarly, the investment in preference shares went up from 
Rs.20.78 crores in 1957 to Rs.26.06 crores in 1987, showing 
an overall rise of nearly 25.40 per cent. Likewise, the 
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investment in debentures has gone up from Rs.15.35 crores in 
1957 to Rs.506 crores in 1987, i.e., an overall increase of 
nearly 3198 per cent during the period under study. 
The Corporation's investment in the corporate 
securities increased absolutely but declined considerably in 
relative terms over the period under study. Investment in 
the corporate securities (shown in the above table) consists 
of investment in equity shares, preference shares and 
debentures of Joint Stock Companies and Co-operatives. In 
earlier years, the major portion (47.7%) of investment in 
corporate securities took the form of subscription to equity 
shares followed by debentures (30.1%) and preference shares 
(22.2%), but subsequently, the investment in equity shares 
and debentures increased absolutely as well as relatively, 
while that in preference shares increased only absolutely 
during the period under review. This shows Corporation's 
less inclination to investment in fixed income (preference 
share) securities and showed greater willingness to invest 
in equity shares, though at a greater risk. 
MORTGAGES 
A mortgage may be defined as an instrument under which 
real property is pledged as security for loan. The owner of 
the property, the mortgagor, borrows money from a lender. 
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mortgagee, under a contract where by the property is pledged 
as security for payment of interest and principal. Title and 
possession remain with the mortgagor until such time as 
default may occur in which event the property is sold 
through foreclosure proceedings for the satisfaction of the 
debt^. 
Investment in loan on mortgages and other similar loans 
by life insurance companies satisfies the canons of 
investment and serve very useful social and economic 
purpose. It aids construction and acquisition of houses and 
makes multifamily housing possible. It helps the nation in 
raising its standard of living and in financing building 
operation essential to its productive capacity. Such loans 
provide much needed finance to agriculture in the shape of 
Farm Mortgages and thus help alleviate the problem of food 
supply^. Thus in U.S.A. : 
"Mortgage investments by life companies have had 
an impact on the economic and social patterns of 
American life. Besides helping to meet a post-war 
housing shortage, they have stimulated many thousands 
of jobs in the building trades and real estates. They 
have aided in re-juvenating American cities and in 
opening the way for families to migrate from congested 
cities to the suburbs' . 
1. Jordon, David F. and Dougall, Herbert E., Dongall, 
Investments, Prentice Hall, Inc. Englewood Cliffs, New 
Jersy, 1952, p.591. 
2. Bajpai, O.P., Life Insurance Finance in India, Op.cit., 
p.216. 
3. Life Insurance Fact Book, 1952, p.86. 
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Mortgages are generally classified as urban and Farm 
Mortgages in India. The L.I.C. has confined its lending only 
to the urban mortgages. Real Estate mortgages loans other 
than farm mortgages fall into two general classes namely 
residential loans and other loans. The latter, commonly 
referred to as commercial loans, which include mortgages on 
commercial and industrial buildings and apartments. The 
mortgages has the right provided in the covenants to issue 
several series of bonds on the security of the same 
mortgaged property. In that case the first mortgage has a 
prior claim upon the pledged property. Subsequent mortgages 
have subordinate claims, payable only after the first 
mortgage claim has been entirely satisfied. The subsequent 
mortgages, therefore,lack soundness. In view of this, the 
L.I.C. is allowed to invest by law only in first mortgage 
which is secured basically bay the value of the underlying 
real property and the credit standing of the mortgager . 
However properly made and carefully selected, mortgage 
loans provide sufficient security. In the first place, the 
investor possesses a lien upon the real property, the value 
of which is determined by careful and expert appraisal. 
Secondly, the value of the property exceeds the amount of 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.215. 
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the loan by a sum estimated to be sufficient to permit 
depletion in value. In high ratio loans the lender enjoys 
adequate security. Finally, a presumably carefully selected 
borrower of character, with good debt-paying record, with 
other assets commensurate with his position, provide ample 
safety to the loan. Besides, the return on mortgages is 
also comparatively higher than on other fixed obligations of 
the similar quality and maturity . 
L.I.C.'s INVESTMENT IN KEAL ESTATE 
From the earliest days of civilization, real property 
has been considered by many as one of the soundest of 
investments. The ownership of land constituted a desirable 
basis of personal security and for financial credit. 
Although land often fluctuates widely in price, it is safe 
to say that, everything considered, real property probably 
fluctuates relatively less than ordinary capital investment. 
At least, real estate is an investment which doesnot 
ordinarily become entirely worthless in periods of drastic 
financial stress . 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.215. 
2. Floyd F. Burtchett, Longmans, Investment and Investment 
Policy, Green and Co., New York, London-Toronto, 1939, 
p.421. 
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Real property has maintained its popularity import 
because the owner could exercise personal control over his 
investment. The ordinary buyer of commercial and individual 
securities can not expect a voice in the management of the 
companies in which he invests. As a consequence to this he 
can not be said to control directly or indirectly his 
investment. 
Real estate was a minor form of investment for life 
insurance offices before nationalisation. In 1956 land and 
building formed only 5.5 per cent of total investments. 
Moreover the insurers confined this type of investment only 
to buildings and offices that they require for housing their 
Head and Branch offices. Thus after the nationalisation of 
life insurance, the L.I.C. inherited real estate consisting 
of 541 properties. The total book value of their profits was 
Rs.19.27 crores as on 1st September, 1956 . Amongst the 
acquired proportion were several monumental and well-planned 
buildings, residential flats and houses, and valuable 
unbuilt open plots of lands throughout the whole of India 
and in some foreign countries as well. 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, Op.cit., p.224. 
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The real estate investment portfolio resolve around 
four important factors viz: dependability of principal, 
realibility of income, marketability and investment 
management. Safety of principal, when funds are used to 
acquire real estate whether residential or commercial, for 
income, is much different from the property obtained 
through foreclosure. In the latter instance the investor 
acquires the title of the property as a last resort, whereas 
in the former case title to the property is deliberately 
sought because of the inherent value of the property. 
The factors affecting the safety of funds invested in 
housing developments are mainly associated with the ability 
to rent the project. The ability to rent depend not only on 
the desirability of the living accomodations provided and 
the rent charged but also upon neighbourhood conditions 
surrounding it, location with regard to places of employment 
and accessibility to facilities such as school, shopping 
areas, and transportation etc. In addition to these 
factors, consideration must be given in the total supply of 
rental housing with which the project must compete and 
possible Government rent control measures. 
Investment in real estate are usually considered to 
possess a minimum degree of liquidity . Not only is there no 
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price certainty from the sale of the assets, but they are 
not readily marketable, even in periods of high level 
economic activity. This is explained in part by the absence 
of organised real estate markets, and in part by the large 
indivisible units to be transferred. In periods of 
depression this may result in real estate being marketable 
at virtually any price. 
To compensate for risk and lack of liquidity in the 
ownership of real estate, the anticipated yield therefore is 
generally higher than the alternative investment . In 
addition, investment in real estate often provides an 
opportunity for capital appreciation. This may be obtained 
in the residual value of the property whose cost has been 
fully amortised or through a rising price level. 
POLICY LOANS AND OTHER LOANS 
'Loans' which consist of policy loans, loans on stock 
and shares and 'other loans' are other important avenues of 
investments of Life Insurance Corporation (L.I.C.). Of 
these the most important are the policy loans within their 
1. Schultz, Robert E., Life Insurance Housing Projects, 
Richard D. Irwin Inc., Homewood, Illinois, 1956, p.21. 
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surrender value. These loans are considered as a from of 
'dissaving' from the point of view of life insurance saving. 
But they are highly satisfactory from the insurer's point of 
view. They are unquestionably secure because they are given 
for an amount below the surrender value of policies. 
Moreover the investment is profitable because they yield 
about 10.50 per cent interest which is more than the market 
rate. However, this type of investment should not be 
encouraged by the insurers in a developing economy because 
they lead to 'consumption finance'. But under the terms of 
contract, the Corporation is bound to extend such loans when 
demanded by the policy-holders. The Corporation also grants 
loans for financing various housing schemes of the State 
Government, co-operative societies and other bodies. In 
earlier years, the co-operative schemes were not very 
popular with the Corporation, with the result that major 
portion of funds of minor investment for financing housing 
schemes went to State Government's housing schemes. This 
tendency, however, continued upto the middle of seventies 
and took a term in subsequent years resulting in more funds 
going to co-operative housing schemes than those going to 
finance State Government's housing schemes. 
1. Yogakshema, Bombay, vol.32, No.9, September, 1988, p.47. 
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Table No.13 shows the minor investment of the L.I.C. 
vihich includes loans on mortgages, real estates, loans to 
State Government for housing Societies, loans to Co-
operative housing societies and miscellaneous loans between 
1957 and 1987. 
TABLE NO.13 
COMPOSITION OF MINOR INVESTMENTS (1957 TO 1987) 
(Rs. in crores) 
Year Loan on Real Loans to Loans to Miscella- Total 
Mortgage estate State Govt. Co-opera- neous Minor 
for housing tive invest-
societies housing ment 
societies 
1957 
1961 
1967 
1972 
1977 
1982 
13.9 
8.5 
49.0 
282.3 
673.9 
1531.5 
21.4 
27.9 
34.7 
43.2 
60.2 
75.2 
NIL 
16.8 
83.3 
137.4 
199.2 
316.3 
1987 N.A. 130.7 486.4 
NIL 
4.4 
29.4 
99.8 
253.8 
456.1 
753.05 
16.9 
5.7 
49.7 
69.0 
212.8 
1127.9 
N.A. 
52.2 
63.3 
246.1 
631.7 
1399.9 
3507.0 
1370.15 
N.A. = Not available 
Source: Compiled from various Annual Reports and Accounts of Life 
Insurance Corporation of India. 
Data set out in table No.13 reveal that the investment 
of life insurance in terms of loan on mortgage has increased 
from Rs.13.9 crores in 1957 to Rs.1531.5 crores in 1982, 
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indicating an overall increase of nearly 10917.9 per cent. 
Similarly, the investment in real estates went up from 
Rs.21.4 crores in 1957 to Rs.130.7 crores in 1987, showing 
an overall rise of nearly 510.7 per cent. Likewise, the 
loans to State Government for housing Societies has gone up 
from Rs.16.8 crores in 1961 to Rs.486.4 crores in 1987, 
i.e., an overall rise on 2795.2 per cent. Consequently, 
loans to Co-operative housing Societies increased by nearly 
17014.7 per cent, from Rs.4.4 crores in 1957 to Rs.753.05 
crores in 1987. Thus, from the above table it can be seen 
that the total loans on mortgages, despite a declining trend 
upto 1961, exibited an increase of more than 109 times over 
the period under review. Its share in total minor 
investments exhibited an erratic pattern up to the year 
1967, but beyond that, it increased constantly and 
significantly as result of which its share in total minor 
investments reached the proportion of more than one-half 
towards the close of the last decade. The next important 
minor investment has been in real estates including land and 
buildings. Absolutely it increased nearly 3.5 time, but its 
relatives share in total minor investments of the 
Corporation declined rapidly from 44.1 per cent to mere 2.1 
per cent from the period 1957 to 1982. Thus, in view of its 
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already small share in the total investment by the 
Corporation and also its sharply declining trend throughout 
this type of investment may be regarded as an insignificant 
constituent of the investment portfolio of the Corporation. 
Miscellaneous investments including amount due from 
State Government in respect of the controlled business taken 
over, loans to State Governments for water supply schemes, 
loans to Municipal bodies guaranteed by State Government, 
loans to Municipal and other bodies in foreign countries, 
loans to Government of India in foreign countries, loans to 
industrial estates guaranteed by Government, fixed deposits 
guaranteed by State Government etc. It constituted nearly 
one-third (32.5%) of the total minor investments of the 
Corporation in the year 1957 with a declining trend in 
subsequent years, although in the year 1982 it was again 
32.2 per cent of the same. This may be taken to mean that 
the Corporation has been trying to accord increasing 
attention to the social welfare schemes in the country. 
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CONCLUSION 
In this chapter the concept, principles, and 
characteristics of different forms of investments have been 
discussed. It has been observed that no security justifies 
the entire investment criteria of safety, yield, liquidity, 
marketability and ease of management etc. Government 
securities for example, provide safety of capital and income 
but poses the problem of calculating the interest rate. The 
return from Government securities is also inadequate to meet 
the contractual obligations of the L.I.C. While 'Mortgages' 
provide maximum degree of 'safety', they have poor 
marketability. The procurement, supervision, control and 
procedure for foreclosure in case of failure of the borrower 
to pay the principal or interest, entails heavy 
responsibilities upon Life Insurance Corporation. Besides, 
the realisation of principal amount and interest in 
instalments also presents the problem of constant 
reinvestment of small sums of money. Investment in Real 
Estates, especially in 'housing' besides providing adequate 
yield with possibility of appreciation, enables the 
Corporation to perform a useful 'social function'. But this 
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type of investment also involves the problem of management 
which is considered foreign to a life office business. 
Among Corporate securities, debentures produce income 
dependability but they require careful analysis of the 
financial worthiness of the issuing company. Similarly, 
only few high grade preference issues compare favourably 
with sound debentures as for as stability of income and 
safety of principal to the corporation are concerned. 
Equity shares provide a hedge against inflation. In a period 
of rising prices, they supplement the limited return 
received on debentures, and offer better chances for 
appreciation of capital. However, the yield from ordinary 
shares is more cyclical. In order to ensure an adequate 
income in time of depression, the L.I.C. must have a 
substantial portion of its funds in fixed income securities. 
All the arguments for and against a particular type of 
investment lead to the conclusion that risk is inevitable. 
In a developing economy it is deal to dream a 'care free' 
investments. This requires that Corporation must diversify 
its investments in order to maximise yield and to minimise 
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the chances of losses. By spreading its risks both 
geographically and industrially and by distributing its 
investments in different companies, it would earn 
compensation for losses in one direction through profits in 
another. Such a policy besides protecting the fund becomes 
one of the important sources of flow of funds for 
transmitting of capital in different sections of the 
economy. If wisely followed such a policy will not only 
bring the larger return for the policy-holders but would 
also help the economic growth of the country. The pattern of 
investment and investment policy of Life Insurance 
Corporation of India has been analysed in the next chapter 
to arrive at the conclusion of this work. The chapter will, 
therefore, include a critical examination and evaluation of 
the investments made by the L.I.C. during the period under 
review. 
GHAFTER III 
INVESTMENT FOLICY OF LIFE 
INSURANCE CORPORATION OF 
INDIA — FATTERN OF INVESTMENT 
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CEIAPTER-III 
INVESTMENT POLICY OF LIFE INSORANCE CORPORATION OF INDIA — 
PATTERN OF INVESTMENT 
In the previous chapter the concept of investment, 
nature and characteristics of different types of investment 
outlets with regard to their suitability for the L.I.C's. 
investment has been highlighted. It has been pointed out 
that no security justifies the investment criteria of 
safety, yield, liquidity and marketability. Government 
securities, for example, provide safety of investment and 
the income there from but poses the problem of calculating 
the interest rate. In addition to this, the return from 
Government securities is also inadequate to meet the 
contractual obligations of the L.I.C. While the mortgage 
provides the maximum degree of safety, they have poor 
marketability. Investment in real estates also involves the 
problem of management which is considered foreign to a life 
office. 
However it should constantly be borne in mind that the 
aggregate funds of the L.I.C. and their continuing turnover 
and growth are of very great importance in the overall 
capital formation. In some sectors of the capital market the 
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influence of the investment policy of the L.I.C. may be 
regarded as decisive. It is, therefore, important that 
consistent with policy-holders interest, the funds must be 
employed in the large economic and social interest of the 
country. This was one of the main objectives behind the 
policy of nationalisation of life insurance business in our 
country. This chapter has been devoted for analysing the 
pattern of investment and investment policy of the Life 
Insurance Corporation of India. 
PATTERN OF INVESTMENT OF LIFE INSURANCE CORPORATION OF INDIA: 
Life Insurance Corporat.ion of India is an investment as 
well as a development institution. Its primary aim is to 
spread the message of life insurance and, while pursuing 
this objective, the premium from policyholders are received 
which are in the nature of trust funds invested and 
administered in the best interest of policy-holders as per 
guidelines of the Government. 
The pattern of investment of life insurance funds in 
India has undergone drastic transformation in recent years. 
1. P.V. Kulkarni, Corporation Finance Principles and 
Problems, Himalaya Publishing House, Delhi, 1987, p.846 
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According to the existing investment policy laid down by the 
Statutes, not less than 50 per cent of the annual growth to 
the L.I.C's controlled fund (other than the group schemes 
fund and the life annuities fund) is invested in Central 
Government, State Government and Government guaranteed 
marketable securities and other approved securities. Another 
25 per cent is invested for financing schemes in the 
socially oriented sectors. The balance is utilised for loans 
to policy-holders (approx.8%), for construction and 
acquisition of immovable property (approx. 2%) and in 
private corporate sector (approx. 10%). Approximately 5 per 
cent of funds remain in the pipeline pending investment. 
In this way, the total investment by the L.I.C. can be 
divided into three categories viz., Government Eecur'ities, 
Corporate securities and miscellaneous investments.The 
Government securities consist of Central Government 
securities, State Government securities and approved 
securities including Local Board and Municipal and foreign 
Government securities. The investment in corporate 
securities consist of investment in equity shares, 
preference shares and debentures of companies. Similarly, 
1. Yogakshema, Bombay, vol.31. No.9, September, 1987, p.47. 
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the third category of investments consist of mortgage loan, 
real estates and other investments including loans to State 
Governments and co-operatives for housing schemes etc. 
Table No.14 shows the pattern of investments of Life 
Insurance Corporation of India (L.I.C.) between 1956 and 
1987. It is evident from the above table that the total 
investment of Life Insurance Corporation of India has 
increased from Rs.348.7 crores in 1956 to Rs.13936 crores in 
1987, indicating an overall increase of nearly 3896.5 per 
cent. It is also evident from the table that the Government 
securities formed a high percentage of 71.5 in 1956 which 
declined to 71.4 per cent in 1961, 59.3 per cent in 1967, 
55.3 per cent in 1972, 49.02 per cent in 1978, and 50 per 
cent in 1987. It is, thus, clear that the focus on 
investment on Government securities has gradually declined 
from 70 per cent in 1956 to 50 per cent in 1987. So far as 
the corporate securities in the private sector are concerned 
they accounted for 16 per cent in 1956 which increased to 
17.8 per cent in 1961 and 18 per cent in 1967. Thereafter, 
the investment in corporate securities has gradually 
declined to 11.9 per cent n 1972, 8.46 per cent in 1978, 4.6 
per cent in 1983 and 7.35 per cent in 1987, but the quantum 
of investment has increased from Rs.57 crores in 1956 to 
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Rs.1023.47 crores in 1987. The other investments including 
loans and advances, mortgages and house property have, on 
the whole, been on the increase, barring the year 1961. They 
accounted for 12.5 per cent in 1956, 22.7 per cent in 1967, 
32.8 per cent in 1972, 44.57 per cent in 1978, 45.51 per 
cent in 1983 and 42.59 per cent in 1987. With the expansion 
of L.I.C's business, it is natural that the quantum of 
investment should increase during the period after 
nationalisation and likewise from an investment of about 
Rs.350 crores in 1956, the figure increased to Rs.8500 
crores in 1983 which is a substantial increase by all 
accounts. 
From the above figures it is obvious that the volume of 
investment in Government and corporate securities and the 
minor investments has increased throughout the period under 
study. However, the relative share of Government and 
corporate securities in total investment has shown a 
declining trend. Minor investments of the Corporation have 
increased rapidly both absolutely as well as relatively. 
Inspite of a decline in the share of Government securities 
in total investments, it still commanded nearly one half of 
the total investments of the Corporation. The corporate 
securities held by the Corporation have been losing their 
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popularity in its investment schemes, while the minor 
investments have recorded some improvement. This may be due 
to the opening of new avenues for investment of the life 
insurance fund in recent years which were not available 
during the initial years of the establishment of the 
Corporation. Moreover, with the nationalisation of the 
commercial banks and general insurance business and 
development of capital market, the Government and the 
corporate securities started commanding wider acceptability 
in recent years. 
Table No.15 shows the percentage of Government 
securities to life fund and total assets between 1957 and 
1987. 
TABLE NO.15 
PERCENTAGE OF GOVERNMENT SECURITIES TO LIFE FOND AND TOTAL ASSETS 
(1957 TO 1987) 
YEAR Life Fund Total Total Govern- Percentage Percentage 
(Rs.in Assets ment securities of Govt. of Govt, 
crores) (Rs. in (Rs. in crores) securities securities 
crores) to life to Total 
fund Assets 
1957 
1961 
1967 
410.51 
631.72 
1123.90 
465.00 
696.31 
1247.53 
260.61 
415.00 
639.10 
63.48 56.04 
65.69 57.57 
56.86 42.39 
contd. 
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1972 
1977 
1982 
1987 
2208.67 
4065.09 
7578.95 
14530.45 
2245.42 
4151.38 
8050.64 
14502.19 
1065.00 
1866.40 
3605.64 
6843.24 
48.21 
45.91 
47.57 
47.09 
37. 
44. 
44, 
47. 
11 
44 
78 
,18 
Source: Compiled and computed from various Annual Reports and 
Accounts of the Life Insurance Corporation of India. 
From the above table it can be seen that the total life 
fund of L.I.C. has increased from Rs.410.51 crores in 1957 
to Rs.14530.45 crores in 1987, indicating an overall 
increase of nearly 3439.6 per cent. Similarly, the total 
assets of life insurance business went up from Rs.465 crores 
in 1957 to Rs.14502.19 crores in 1987, showing an overall 
increase of nearly 3018.7 per cent. Likewise, the total 
Government securities has gone up from Rs.260.61 crores in 
1957 to Rs.6843.24 crores in 1987, i.e., an overall increase 
of nearly 2525.8 per cent during the period under review. 
The percentage of Government securites to life fund has 
considerably declined from 63.48 per cent in 1957 to 47.09 
per cent in 1987. Consequently, the percentage of Government 
securities to total assets has also come down from 56.04 per 
cent in 1957 to 47.18 per cent in 1987. It will thus be seen 
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that since the nationalisation of life insurance, L.I.C's 
investment in Government securities continued to rise in 
view of the increasing yield on Government securities. The 
important reason for the increased investment in Government 
securities, was the policy of regional development and 
geographical diversification which the Corporation followed 
through the State Government securities. Since the 
industrial and economic development of the various States 
and regions was uneven and apportunities for investment 
therein were correspondingly unequal, the Corporation 
implemented its policy through State Government securities. 
The L.I.C. occupies a prominent position in the 
institutional structure of Indian capital market. They 
emerged as a shareholders and debentureholders and a leading 
underwriter of corporate issues of capital. It has also 
emerged as a significant source of institutional finance to 
private industry partly as a subscribers to securities of 
special industrial financing institutions and partly as 
direct subscribers of Joint Stock enterprises. It is in fact 
the single largest reservoir of savings in India, the 
biggest buyer of shares and significant underwriter of new 
issues. Before the nationalisation of life insurance 
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business, the investment in corporate securities, accounted 
for 16.1 per cent to total assets of insurance companies 
which represented a consistent improvement from 1.8 per cent 
in 1914 to 6.7 per cent in 1939 and, therefore, further to 
13.9 per cent in 1949 . As on March 31, 1983 the investment 
in corporate securities which stood at Rs.1645.35 crores 
accounted for 18.08 per cent of total assets of Rs.9102.09 
crores of the Corporation. 
Table No. 16 below shows the percentage of corporate 
securities to total assets between 1957 and 1987. 
TABLE NO.16 
PERCENTAGE OF CORPORATE SECURITIES TO TOTAL ASSETS (1957 to 
1987) 
Year Total Assets Total Corporate Percentage of Corporate 
(Rs. in securities securities to total 
crores) (Rs.in crores) Assets 
14.86 
13.21 
14.68 
10.21 
contd. 
1. P.V. Kulkarni, Corporation Finance, op.cit., p.348. 
2. Ibid., p.348. 
1957 
1961 
1967 
1972 
465.00 
696.31 
1247.53 
2245.42 
69.14 
92.04 
183.19 
229.40 
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1977 
1982 
1987 
4151.38 
8050.58 
14502.19 
274.76 
360.36 
1023.38 
6.61 
4.47 
7.05 
Source: Compiled and computed from various Annual Reports 
and Accounts of the Life Insurance Corporation of 
India. 
Table No.16 depicts that the total assets of Life 
Insurance Corporation of India has increased from Rs.465 
crores in 1957 to Rs. 14,502.19 crores in 1987, indicating 
an overall increase of nearly 96.7 per cent. Similarly, the 
total corporate securities went up from Rs.69.14 crores in 
1957 to Rs.1023.38 crores in 1967, showing an overall 
increase of more than 1380 per cent during the period under 
review. The percentage of corporate securites to total 
assets has declined from 14.46 per cent in 1957 to 7.05 per 
cent in 1987. It appears that the annual purchases of 
corporate securities by the Corporation have increased 
although in terms of total investment in Indian companies 
the percentage of corporate securities was 5.6 in 1983-84, 
which is certainly not encouraging so far as the capital 
market is concerned. 
It can be concluded that after nationalisation, L.I.C's 
investments in corporate securities have increased due to 
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the growth of life fund, rather than due to any change in 
policy. This is evident from the fact t?iat the percentage of 
corporate securities to total assets has declined from 14.86 
per cent in 1957 to 7.05 per cent in 1987, but the amount 
invested in corporate securities has increased from Rs.69.14 
crores in 1957 to Rs.1023.38 crores in 1987. Even with this 
limited participation, L.I.C. holds the significant portion 
of the available corporate securities. The comparative study 
shows that among the institutional investors, the L.I.C. is 
the largest investor in the country. 
The Life Insurance Corporation investments in the 
socially oriented sector during the last few years have been 
of the order of Rs. 350 crores to Rs. 425 crores per year 
forming a substantial portion of the investible funds 
available during a year. The investment of life insurance 
business in the socially oriented sectors were no more than 
Rs.8 crores at the end of 1957. They grew to Rs.285.92 
crores by 1966-67, Rs. 749.72 crores by 1971-72, Rs.1630.92 
crores by 1976-77, Rs. 4167.29 crores in 1982-83, Rs.52692 
1. The Hindustan Times, New Delhi, 1st Septembre, 1986, 
p.20. 
2. Monthly Commentary, New Delhi, vol. xxv, No.l, April, 
1984, p.VI. 
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crores in 1984-85 and a high level of Rs. 6445-'^  crores in 
1986-87. Of the total funds the life insurance business has 
invested, 80.1 percent were in the co-operative sector and 
about 11.6 percent in the private sector including the Joint 
sector during the year 1986-87 . 
The growth of L.I.C. has been phenomenal since the 
nationalisation of life insurance business in 1956. At that 
time, the life fund was a meagre Rs.380.61 crores, which 
has, grown to Rs.14,530.45^ crores as on March 31,1987. This 
fund is represented by Rs.13,936 crores as investments and 
the balance Rs. 594.45 crores is represented by other 
miscellaneous assets such as furniture and fixtures, sundry 
debtors, outstanding premia, outstanding interest and 
devidends etc. Such is the level of invested funds that the 
L.I.C. has now become a premier financial institution. 
Table No. 17 below shows the aggregate insurance funds 
in India between 1957 and 1987. 
Data set out in Table No.17 reveal that the aggregate 
life insurance funds have increased from Rs.410.51 crores in 
1. Yogakshema Bombay, vol.81, No.9, September 1987, p. 20, 
2. Ibid, p.47. 
3. Ibid. 
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1957 to Rs.14,530.45 crores in 1987, indicating an overall 
increase of nearly 3,439.6 per cent with an annual growth 
rate of nearly 114.6 per cent. This impressive increase in 
annual savings has led the L.I.C. to acquire massive funds 
as revealed by the life insurance funds which has recorded a 
phenomenal growth from Rs.410.51 crores in 1957 to 
Rs.3451.21 crores in 1975-76, showing an overall rise of 
TABLE NO.17 
LIFE INSORANCE FUND IN INDIA (1957 TO 1986-87) 
Year Aggregate Insurance Fund Percentage inc/dec, 
(Rs. in crores) over 1957 
1957 
1961 
1965-66 
1970-71 
1975-76 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
410.51 
631.72 
979.30 
1828.70 
3451.21 
6656.44 
7578.95 
8649.91 
9820.41 
11214.48 
53.8 
138.5 
345.4 
740.7 
1521.5 
1746.2 
2007.1 
2292.2 
2631.8 
contd, 
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1985-86 12691.85 2991.7 
1986-87 14530.45 3439.6 
Accounting year: The first report of the L.I.C. covered 16 
months from 1st September to 31st December 
1956 and the Sixth report covered 15 
months from 1st January 1962 to 31st March 
1963. Thereafter, the accounting year is 
1st April to 31st March. 
Source: Yogakshema, Bombay, Vol.31, No.9 September 1987, p.48 
740.7 per cent with a rate of growth of more than 37 per 
cent. Similarly, the total life insurance funds went up from 
Rs.6,656.44 crores in 1980-81 to Rs.14.530.45 crores in 
1986-87. This shows an overall increase of more than 118 per 
cent with an annual rate of growth of nearly 16.8 per cent 
during the period under review. In the year 1986-87, the 
total life insurance funds accounted for nearly 14.4 per 
cent, i.e., from Rs.12691.85 crores in 1985-86 to 
Rs.14,530.45 crores in 1986-87. Thus, it will be observed 
from the table that the amount of additional saving 
entrusted by the people to Indian insurance offices had been 
generally increasing from year to year. The rising trends of 
life insurance funds was in evidence in all the years, i.e., 
from 1957 to 1986-87. 
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LIFE INSURANCE FUND IN'INDIA 
(1957 TO 1988) 
F1G.4 
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Uptill now we were discussing the pattern of investment 
of Life Insurance Corporation of India. In the pages that 
follow, our endeavour will be to evaluate and examine the 
investment policy of the Life Insurance Corporation of India 
from the point of view of the policy-holder's interest as 
well as from the point of view of the socio-economic 
development of the country. 
ASSESSMENT OF THE INVESTMENT POLICY OF L.I.C. 
To assess the investment policy of Life Insurance 
Corporation of India, it is essential to discuss the 
objectives of life insurance investment policy. In terms of 
investment policy the L.I.C. has a number of objectives. The 
primary objective of L.I.C. is to earn maximum possible 
'income ' from such investment with 'safety' and 'liquidity' 
Secondly, the L.I.C. has to discharge its obligation in 
fixed monetary units and its 'trusteeship' duties require 
that it should hedge the policyholders from the falling 
value of the 'monetary unit' . Thirdly, L.I.C's investments 
should, as far as possible, harmonise with the national 
economic interest. In other words L.I.C's investments should 
be for the larger economic and social advancement of the 
1. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, op.cit., p.241. 
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country. Finally, in order to maximise yield and minimise 
risk, the Corporation should resort to proper combination of 
securities and diversify its investment as far as possible. 
In the context of the above stated objectives, it is 
natural that we probe as to how for the increasing 
investment by the L.I.C. in the public sector, the Go-
operative sector, the joint sector and the private sector 
would serve the best interest of the policyholders and the 
economy as a whole. This can be seen from table No.18. 
Data set out in table No.18 reveal that the total 
investment of life insurance business under the public 
sector has increased from Rs.255.13 crores in 1957 to 
Rs.10,259.31 crores in 1987, indicating an overall increase 
of nearly 3,921.2 per cent. The percentage share in total 
has also increased from 77.13 per cent in 1957 to 80.10 per 
cent in 1987. Similarly, the total investment under co-
operative sector went up from Rs.5.48 crores in 1957 to Rs. 
1,058.63 crores in 1987, showing an overall increase of 
nearly 19,218 per cent. The percentage share in total 
investment under co-operative sector went up from 1.70 per 
cent in 1957 to 8.30 per cent in 1987. Likewise, the total 
investment in joint sector has gone up from Rs.7.13 crores 
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SECTOR-WISE DISTRIBUTION OF LLC 
INVESTMENTS 
(1957 TO 1987 ) 
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iri 1967 to Rs. 86.88 crores in 1987, i.e., an overall rise 
of nearly 1118.5 per cent but the share in total has 
declined from 0.70 per cent to 0.60 per cent during the 
period under review. Consequently, the total investment of 
L.I.C. under private sector has increased from Rs.69.14 
crores in 1957 to Rs.1408.05 crores in 1987. This shows an 
overall increase of nearly 1936.5 per cent but the 
percentage share in total has come down from 21 per cent in 
1957 to 11 per cent in 1987. 
From the above table it is clear that the life 
insurance business has continuously increased its investment 
in public sector, i.e., from 77.13 per cent in 1957 to 80.10 
per cent in 1987. Similarly, the investment in co-operative 
sector has also increased from 1.70 per cent in 1957 to 8.30 
per cent in 1987, while investment in the private sector has 
correspondingly declined from 21 per cent to 11 per cent 
during the period under study. The continued increased of 
L.I.C's investments in public sector has not served the 
policy-holders interest nor L.I.C. has lived to the solemn 
assurance given by the Central Government when the L.I.C. 
bill was piloted by Mr. C D . Deshmukh who observed: 
"I would like to tell the spokemen of the private 
sector industrialists and others that it is not the 
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Government's intention to divert the flow of funds, that is, 
larger dimensions of the present funds, to the public 
sector, to a greater extent than at present. Now it is my 
endeavour to see that at least as much money as is available 
to-day is made available for investment in the private 
sector" . 
The Government assurance was only for an absolute 
amount as the total investment of L.I.C. in the private 
sector has increased from Rs.69.14 crores in 1957 to 
Rs.1408.05 crores in 1987. But in developing economy a rigid 
amount for investment of increasing life insurance saving 
cannot be prescribed. It is the relative percentage of 
L.I.C's total investment in the private sector which is 
important and hence the then Finance Minister had assured to 
the private sector in the Lok Sabha in the following words: 
"It happens that on 31st of December 1954, the 
proportion of life insurance funds invested in shares and 
debentures of Joint Stock Companies was less than 16 per 
cent, and the custodians have been advised to invest upto 16 
9 
per cent in such investments" . 
1. Shri C D . Deshmukh statement in the Lok Sabha, Lok Sabha 
Debates, 29th February, 1956, Column 1144, p.40. 
2. Lok Sabha Debates - vol.1st, No.15, 3rd March 1956, 
Column 1542. 
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It is clear, "therefore, that the relative decline of 
L.I.C's investment in the private sector is not in 
conformity with the assurance given by the Government to the 
private sector at the time of nationalisation of life 
insurance. After nationalisation, the L.I.C. responded to 
the new monetary policy under which the yield on Government 
securities continued to increase and consequently L.I.C's 
investments in Government securities, especially in State 
Government securities also increased. The investment policy 
of L.I.C. was in no way different from its earlier policy. 
It can, however, be blamed for adopting a completely passive 
attitude towards interest rates. The Corporation could have 
played an important role in pulling an upward pressure on 
the interest rate on Government securities by shifting a 
part of life fund in the private sector. This kind of shift 
would have been useful to the Corporation and the economy as 
a whole. 
After having discussed the investment policy of the 
Life Insurance Corporation Of India with regards to its 
investment in the public and the private sector, we now turn 
to discuss the state-wise distribution of L.I.C's 
investments in India. 
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STATE-WISE DISTRIBUTION OF L.I.C.'S. INVESTMENTS 
The income of the Corporation is derived from policy-
holders scattered throughout the length and breath of the 
country and it is only proper that the policy-holders 
savings are utilised for economic development of the country 
as a whole. Besides, for a sound investment policy it is 
essential that the investment should be geographically 
diversified. Table No.19 would reveal the state-wise 
distribution of L.I.C's. investment between 1957 and 1987. 
It is clear from the table that the total investment of 
the Corporation in all the States in the country has 
increased from Rs. 139.98 crores in 1957 to Rs. 6,242.85 
crores in 1987, indicating an overall increase of nearly 
4,359.8 per cent. The share of the State of Andhra went up 
from Rs.5.84 crores in 1957 to Rs. 334.17 crores in 1987, 
showing an overall rise of nearly 5,612.3 per cent. The 
percentage share in total in Andhra has also increased from 
4.17 per cent to 3.35 per cent. Similarly, the share of 
Bihar has gone up from Rs.8.57 crores in 1957 to Rs.313.37 
crores in 1987, i.e., an overall increase of nearly 3556.5 
per cent but the share in total has come down from 6.12 per 
cent in 1957 to 5.02 per cent in 1987. Consequently, the 
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total investment in the State of Gujarat has increased from 
Rs.45.02 crores in 1957 to Rs.633.46 crores in 1987, 
indicating an overall rise of more than 1307 per cent but 
its share in total has declined from 32.17 per cent to 10.15 
per cent during the period under review. Likewise, the total 
investment in the State of Uttar Pradesh has gone up from 
Rs.14.37 crores to Rs.609.85 crores in 1987, showing an 
overall rise of 4143.9 per cent. However, its share in total 
has declined from 10.26 per cent to 9.77 per cent in the 
same year. Between 1957 and 1987, the total investment in 
the State of West Bengal has gone up from Rs.37.74 crores in 
1957 to Rs.481.82 crores in 1987, showing an overall rise of 
nearly 1176.6 per cent but its share in total has come down 
from 26.96 per cent to 7.72 per cent. It is also clear from 
the above table that in the year 1957, the State of Gujarat 
occupied the top position with West Bengal on the second top 
position and Uttar Pradesh, occupying the third position 
followed by Madras and Bihar in the investment portfolio of 
the L.I.C. Similarly, in the year 1987, the L.I.C's 
investment in the State of Maharashtra was on the top with 
Gujarat and Uttar Pradesh occupying the second and third 
places respectively. 
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It may also be seen that nearly one-fourth of the total 
investment of the Corporation were made in the two States of 
Maharashtra and Gujarat. This gives an impression that the 
policy of promoting balanced regional economic development 
of the country as enunciated by the Planning Comission has 
not been followed by the Corporation in its true spirit. In 
this connection, its is important to recognise the basic 
limitations of the L.I.C. It should be appreciated that 
L.I.C. has inherited a large part of investment from the 
previous insurers, who, having their head offices in certain 
regions, preferred investments in those areas-"-. This 
naturally led to the concentration of investment in certain 
regions. The new investment by the Corporation cannot at 
once diffuse that concentration. Similarly, it should be 
realised that the objective of diversifying inveetmentE 
satisfies the requirements of safety of capital and yield. 
Certain regions in the country are industrially well 
developed and offer greater opportunities for suitable 
investment than other regions. Thus the three States of 
Maharashtra, Tamil Nadu and West Bengal where L.I.C's 
investments are mainly concentrated have about 76 per cent 
of the total number of joint stock companies and 81 per cent 
1. Yogakshema, Bombay, vol.8-9, 1961, p.56. 
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of the paid up capital of all companies at work in the 
country as on 31st March 1958 . The combined share of West 
Bengal and Maharashtra in the total number as well as in the 
total paid-up capital was much higher than the combined 
shares of the remaining States. The States of West Bengal, 
Maharashtra and Gujarat together accounted for 63 per cent 
of total number and 59 per cent of the total paid-up capital 
of all companies at work as on 31st March 1958 , while the 
States of West Bengal, Maharashtra and Gujarat accounted for 
32.96 per cent of the total shares in the year 1987. 
INVESTMENT POLICY AND REGIONAL DEVELOPMENT 
One of the principal aims of our planning is to correct 
regional imbalances in our economy and to bring about a 
balanced growth of all regions. This is neceseai^ 'y to achieve 
economic, social and political stability. We have to examine 
here the role that the L.I.G. plays in fulfilment of this 
objective. The Life Insurance Corporation is a business 
organisation. It should adopt and it has adopted the policy 
of diversification in order to ensure security and steady 
1. Nigam, Raj, and Chaudhari, N.C., The Corporate Sector in 
India, Commerce, Annual Jubilee, No.l, p.21. 
2. Mohsin, M., Investment of Life Insurance Corporation's 
Fund, op.cit., p.251. 
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returns for its investments. It can invest in backward 
regions only when it finds that such investments are 
profitable from the business point of view. Between regions 
offering equal investment opportunities and statisfying all 
its canons of investment it may be expected to invest in 
backward regions. Because of its legal restraints and even 
otherwise, it is not in a position to pioneer new ventures 
and new industries and hence its contribution to remove 
existing regional imbalances is extremely limited. That will 
be hardly consistent with its primary duty to the 
policyholders in making sound investments of the life fund. 
Moreover, it is too much to expect from the Corporation to 
assume the responsibility of the Central and State 
Governments which alone are competent to take effective 
steps to correct regional imbalances in the economy . 
Moreover, geographic diversification of investment 
depends upon the industrial and economic development of the 
States and regions and since it is uneven, the opportunities 
for investment therein are correspondingly unequal. So far 
as stock-exchange securities are concerned they are 
purchased from all the exchanges in the country subject to 
the availability of suitable scripts, but that does not 
1. Bajpai, O.P., Life Insurance Finance in India, op.cit., 
p.253. 
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serve the purpose beyond which the Corporation cannot go. In 
this context, the former Finance Minister's observations 
regarding studies diversification are quite significant. He 
said: 
"It (L.I.C.) will take no parochial view. Its funds are 
drawn from all over India and they will as far as 
practicable considerations allow, be invested for the good 
of the entire country. Thus there will be a studied 
diversification of its investible funds which is an 
essential requirement of any insurer, particularly the sole 
insurer of a country". 
Attention has been drawn by the Reserve Bank of India 
to the limited role the country's financial institutions can 
play in correcting regional economic imbalances and removing 
backwardness. Financial institutions can facilitate and 
stimulate development but they cannot initiate it. They can 
only finance viable and self-contained projects. In each 
area the programme of development has to be based on its 
potentialities and possibilities. It is taken as granted 
that development means the setting up of large scale 
industries. The L.I.C. helps State Electricity Boards but 
1. Parliamentary Debates, 1958. 
2. Reserve Bank of India -- Note to the Committee of 
National Development Council, September 1986. 
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even there the magnitude of the resources needed for power 
programme is so large for financial institutions to be in a 
position to make anything but a marginal contribution. 
Table No.20 shows the distribution of L.I.C's 
investment among various industries between 1957 and 1987. 
It can be seen from the table that electricity, 
engineering, cotton and iron and steel industries which are 
the oldest and the most established industries of India have 
each attracted on an average, about one fourth of the total 
L.I.C's investments in industrial shares. The total average 
investment in these industries accounted for more than 40 
per cent in 1957 and about 37.16 per cent in 1987. Cement, 
textiles, and paper came next in importance with a 
percentage share of about 14.98 per cent. The investment in 
vegetable oil, railways, mining, housing, chemicals, 
plantations, shipping, transport and jute are almost of a 
negligible order. The miscellaneous group accounts for about 
one fifth of the total debentures and shares. This 
concentration of investment is partly due to its inheritance 
and partly due to the conservative investment policy 
followed by the L.I.C. Before the nationalisation of life 
insurance business most of the life offices have invested 
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large amount in more or less in the same industries and even 
in the companies . Life Insurance Corporation could not 
diversify the investment because most of the companies in 
which investments were tied were the established concerns 
which accounted for a significant portion of the total 
capital of all joint stock companies in India. For example, 
cotton textile, iron and steel, electronic goods and 
electricity supply and engineering companies contributed 
about 39 per cent of the total capital of joint stock 
companies and accounted for more than 12 per cent of the 
total number of joint stock companies at work in 1958 . 
Consequently, in cotton textile the amount of Rs.90.08 
crores invested by the L.I.C. in 1987, is distributed among 
more than 200 companies. In engineering, the L.I.C. has 
invested Rs.215.68 crores, in electricity the investment of 
Rs.71.17 crores is diversified in 70 companies while in iron 
and steel the investment of Rs. 32.49 crores is concentrated 
in 4 old established companies. 
It is, thus, clear that the L.I.C. follows a more 
dynamic and enterprising investment policy to aid the growth 
of new concerns in India, but it cannot have a balanced and 
1. Lok Sabha Debates, Second Series, vol. xxii, 29th 
November, 1985 Column 2160-61. 
2. Nigam and Chaudhuri, The Corporate Sector in India, 
op.cit., p.21. 
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diversified portfolio structure. Methods to diversify the 
investment through intensive and extensive researches have 
got to be devised to help the growth of new concerns in 
different parts of the country. Such an investment policy 
will bring about a better return for the policyholders and 
will also encourage the flow of capital in different regions 
and industries. 
Table No.21 below shows the zonewise distribution of 
L.I.C's. investment between 1957 and 1987. 
It is evident from the above table that the total 
investments by the L.I.C. in the Northern zone have 
increased from Rs.2.49 crores in 1957 to Rs.1019.13 crores 
in 1987, indicating an overall increase of nearly 40,828.9 
per cent. The percentage of total share have also increased 
from 1.79 per cent in 1957 to 16.32 per cent in 1987. 
Similarly, the share of Central zone went up from Rs.17.51 
crores in 1957 to Rs.896.22 crores in 1987, showing an 
overall rise of more than 5018 per cent. The percentage of 
total share in the Central zone have gone up from 12.50 per 
cent in 1957 to 14.36 per cent in 1987. Likewise, the total 
investment in the Eastern zone have gone up from Rs.49.42 
crores in 1957 to Rs.1183.05 crores in 1987, i.e., an 
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ZONE-WISE DISTRIBUTION OF THE LLC 
INVESTMENT 
( 1957 TO 1987) 
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overall increase of nearly 2293.8 per cent but the share in 
total has come down from 35.31 per cent to 18.95 per cent 
during the period under review. Consequently, the total 
investment in the Southern zone has increased from Rs.25.52 
crores in 1957 to Rs.1,562.17 crores in 1987. This shows an 
overall increase of more than 6021 per cent. The share in 
total have also increased from 18.23 per cent in 1957 to 
25.02 per cent in 1987. Between 1957 and 1987, the total 
distribution of L.I.C's investment in the Western zone went 
up by nearly 3414.5 per cent, i.e., from Rs.45.02 crores to 
Rs.1582.26 crores, but the share in total in the Western 
zone has come down from 32.17 per cent to 25.35 per cent 
during the period under review. 
Thus, it is clear that the distribution of L.I.C's 
investment in the Western zone is much higher as compared to 
other zones. The Western zone has got the top place while 
the Southern zone occupies the second place and the Eastern 
zone has the third place followed by the Northern and the 
Central zones in the investment portfolio of the L.I.C. It 
is also clear from the above table that the Corporation jas 
attempted a fair distribution of the investments 
geographically. 
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L.I.C's. INVESTMENT FOR SOCIAL ADVANCEMENT 
Investment for social advancement is considered to be 
an important investment objective of the L.I.C. To implement 
this the Corporation selected the financing of housing 
schemes because investment in real estate adequately meets 
the investment requirements of the L.I.C. Housing is one of 
the prime necessities of human beings, after food and 
clothing. One of the lofty aims of life is to secure a good 
shelter during the life time itself though it depends upon 
standard, mode and economic position of the persons 
concerned. The problem of securing good accomodation is 
drifting from bad to worse due to the continuous rise in 
population, migration, industrialisation and non-
availability of adequate finance and building materials. The 
modern concept of housing does not limit the idea of housing 
merely to shelter.To-day housing means provision of 
comfortable shelter and such surroundings and services which 
could keep a man healthy and cheerful all along. 
Thus for decades, the addition to the housing stock has 
never been able to keep pace with ever-growing population of 
the country. The Government of India has estimated that the 
current housing shortage in the country is about 25 million 
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units. Quality-wise, more than a third of the housing stock 
in the country consists of kutcha structures made of non-
durable materials like thatch, mud, leaves etc. About 8 
million such units in the rural areas and another 2 million^ 
in the urban areas are considered 'unserviceable' and, 
therefore, need immediate replacement. 
There is a woeful inadequacy in the availability of 
household amenities and facilities like drinking water, 
sanitation, electricity etc. Only about 5 per cent of the 
rural households, and 67 per cent of the urban households 
have access to tap water supply. Other are depending on 
'unprotected' sources of water supply like rivers, streams, 
canals, ponds, well etc. About 92 per cent of the households 
in rural areas and 33 per cent in the urban areas do not 
have facility of laterines. Overcrowding and congestion is 
yet another aspect of the deficient housing situation. The 
number of persons per dwelling unit which was 5.60 in 1951 
increased to 5.83 in 1961 and had now become 6.06 as per 
1981 census^. 
The housing problem as detailed above is of a very 
severe magnitude. The housing situation in India is 
1. Yogakshema, Bombay, vol.32. No.2, op.cit., p.31. 
2. Ibid., p.31. 
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particularly deficient in its large urban centres. These 
centres have grown at a much faster rate and have attracted 
a large part of the migratory population from the rural 
areas. This has further deteriorated the already inadequate 
housing facilities in the urban areas. A multiprolonged 
approach is what the planners have envisaged for solving 
this problem. This calls for a massive reconstruction 
programme involving repair and reconstruction directed 
towards old and dilapidated structures and thus making them 
liveable for longer periods. There is a need to provide for 
the future requirement. As a result of growth in population, 
new family formation, etc. the investment needed would be 
colossal. 
The funds raised by a primary co-operative societies 
through shares and contribution towards the cost of 
construction are to the extent of 25 to 40 per cent of total 
capital requirement. The members normally depending upon the 
co-operatives for loans are not in a position to meet the 
entire cost of construction. The base level societies are 
also not in a position to float debentures and receive 
deposits from members. These primary societies which range 
1. Annual Reports and Accounts of the Life Insurance 
Corporation of India, 1987, p.10. 
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upto 40,000 in number all over the country look towards the 
apex housing finance societies for their loan requirements. 
The apex housing finance societies which are the credit 
dispensing agencies for their primaries functioning in 24 
States and union Territories depend upon the L.I.C. or the 
HUDCO for their financial requirements. 
The Life Insurance Corporation of India is the 
traditional source of funds for the apex housing finance 
societies. It provides bulk to apex housing finance 
societies for redistribution to their primaries. It is 
because of their assistance that the apex societies have 
survived so far. The L.I.C. started as early as 1959, the 
mortgage schemes for investment in housing. A number of 
other schemes were formulated and introduced at different 
times keeping in view the loan requirement of housing 
sector. The important schemes are: Loans to State 
Governments, loans to Apex Housing Finance Societies, and 
loans to the HUDCO. The L.I.C. has also introduced a 
mortgage scheme thereby providing loans to individual 
policyholders and it has also taken up building activities 
in the form of construction and public housing as well as 
staff quarters. The Life Insurance Corporation is 
1. Annual Reports and Accounts of the L.I.C. op.cit. p.10. 
-161-
practically the sole financier for the apex housing finance 
societies. Very recently,some of the apex socieites were not 
in a position to raise funds from the HUDCO and floating of 
debentures and by accepting deposits from member societies. 
The L.I.C. has so far advanced the sum of Rs.1,035.26 crores 
to various apex societies for construction of 5,74,162 
housing units in various parts of the country. 
Table No.22 shows the contribution of L.I.C. to housing 
development between 1981-82 and 1986-87. 
It is evident from the above table that the 
contribution of L.I.C. to housing development in the 
country has increased from Rs.1,271.26 crores in 1981-82 to 
Rs.2,163.26 crores in 1986-87, indicating an overall 
increase of nearly 70.1 per cent. From 1981-82 to 1982-83, 
the contribution of L.I.C's investment in housing 
development went up by nearly 10 per cent, i.e., from 
Rs.433.42 crores to Rs.463.70 crores during the period under 
review. Between 1982-83 and 1983-84, the total investment by 
the Corporation in housing development has gone up by nearly 
11.2 per cent from Rs.463.70 crores to Rs.516.06 crores. The 
investment has further increased from Rs.516.06 crores in 
1. Yogakshema, (monthly), Bombay, vol.32, No.2, op.cit., 
p.32. 
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1982-83 to Rs. 575.83 crores in 1984-85, showing an increase 
of nearly 11.5 per cent. Similarly, the L.I.C's. investment 
in housing development went up from Rs. 575.83 crores in 
1984-85 to Rs.638.15 crores in 1985-86. This shows an 
increase of 10.8 per cent. Likewise, the investment has 
further gone up from Rs.638.15 crores in 1985-86 to Rs. 
696.37 crores in 1986-87, showing an increase of nearly 9.1 
per cent during the period under review. Thus, the table 
shows that the contribution of L.I.C. to housing development 
in the country is increasing gradually from 1981-82 to 1986-
67. The table also shows that the loans to apex co-operative 
Housing Finance Societies and loans to the HUDCO is much 
higher as compared to other categories. It is because the 
Government has given more attention to apex co-operative 
housing finance for the welfare of the entire society in the 
country. 
Investment in loans on mortgages and other similar 
loans by life insurance companies satisfies the canons of 
investment and serves a very usefully social and economic 
purpose. It helps construction and acquisition of houses and 
makes multi-family housing possible. It helps the nation in 
raising its standard of living and in financing building 
-165-
operations essential to its productive capacity. Such loans 
provide much needed finance to agriculture in the shape of 
Farm Mortgages and thus help alleviate the problem of food 
supply . 
The mortgage schemes (except for schemes meant for the 
staff) formulated by the Corporation not only fulfilled the 
social purpose but also generated a fair return on a part of 
its investible funds. Mortgage loans are not given as 
business proposition by the Corporation contrary to the 
conventional modes adopted by private financiers. The 
Corporation does not look merely to the adequacy of 
securities for the purpose of judging mortgage loan 
applications but also to the repaying capacity of an 
applicant. This is as it should be, since it is the aim of 
the Corporation in keeping with socially purposive thinking 
to render financial assistance to members of the public to 
enable them to tide over their temporary difficulties. The 
staff schemes are in the nature of welfare measures. 
The mortgages schemes can broadly be divided into two 
2 
groups ; schemes for advancing loans for house construction 
1. Bajpai, O.P., Life Insurance Finance in India, op.cit., 
p.26. 
2. Yogakshema, Bombay, vol.30. No.9, September 1986, p.85. 
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exclusively to the policyholders or potential policyholders 
of the L.I.C., schemes for advancing loans for construction 
of houses or commercial and office buildings to others 
whether they are policyholders or not as also to 
institutions. The mortgage schemes designed to help 
policyholders are: "Own Your Home" scheme and 'Own Your 
Apartment' scheme under which loan is advanced for acquiring 
already built apartment, flat in buildings which are 
subjected to the provisions of Apartment ownership Act of 
the concerned states. 
The own your Home (OYH) scheme, introduced in 1964, is 
in operation at all places where the L.I.C. has a branch 
office or a sub-office, provided the property to be 
mortgaged is within the municipal limits . The scheme allows 
even fresh policies to be offered as collateral security and 
also envisages repayment of the loan either out of the 
proceeds of the endowment assurance policies or by equated 
monthly instalment with a life cover under a Mortgage 
Redemption Policy under some other acceptable plan of the 
Corporation. The purpose of the "Own Your Home" scheme is to 
help the policyholders to construct houses or to make 
1. Yogakshema, Bombay, vol.30, No.9, op.cit., p.85, 
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extensions, on existing properties owned by them, or to 
purchase a recently constructed house. 
Property Mortgage Scheme (M-I) under which loans are 
advanced for construction, purchase, extention etc. of 
residential houses as also for construction of commercial, 
office buildings. Under this schemes, loans is advanced for 
construction of nursing homes, cinema threatres in mofussil 
areas as also for construction or extention of hotels. The 
loan is also granted for the purpose or repayment of 
existing debt and for investment in business. Where loan is 
granted for construction or purchase of a house for 
residential purpose the value of the property should not 
exceed Rs.5 Lakhs including the cost of land. The percentage 
of land to the value of the property should not exceed 50 
per cent under any circumstances subject to the minimum and 
the maximum stipulated under the scheme-*^  .The loans under the 
schemes can be availed of by an individual, group of 
individuals either public limited companies, private limited 
companies, or by any other approved institutions or 
organisations. 
1. Yogakshema, Bombay, vol.30, op.cit., p.86 
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Table 23 shows the amount sanctioned by the Corporation 
under various mortgage schemes between 1981 and 1987. 
Data set out in table No.23 reveal that the amount 
sanctioned by the Corporation under various mortgage schemes 
has increased from Rs.1,862.65 lakhs in 1981 to Rs.4,081.39 
lakhs in 1987, indicating an overall increase of more than 
119 per cent. Under the property mortgage schemes, the 
L.I.C. has sanctioned Rs.485.32 lakhs in 1981 to Rs.1,207.45 
lakhs in 1987, showing an overall rise of nearly 148.7 per 
cent. Similarly, under the Own Your Home (OYH) Schemes, the 
Corporation has granted the loans of Rs. 791.54 lakhs in 
1961 and Rs.1,372.63 lakhs in 1987. This shows an overall 
rise of nearly 73.4 per cent. Likewise, under the public 
limited company's staff quarters schemes, the L.I.C. has 
sanctioned Rs.54.57 lakhs in 1981 and Rs.80.05 lakhs in 
1987, indicating an overall increase of nearly 46.6 per 
cent. Consequently, under the co-operative societies of the 
L.I.C. employees schemes, the amount has increased from 
Rs.125.38 lakhs in 1981 to Rs.335.31 lakhs in 1987, showing 
an overall rise of nearly 167.4 per cent. Between 1981 and 
1987, the L.I.C. granted loans of Rs.389.58 lakhs under the 
individual employees schemes and Rs.1,047.79 lakhs in 1987, 
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i.e., an overall increase of nearly 168.9 per cent. Under 
the Own Your Apartment Schemes the amount increased from 
Rs.1062 lakhs in 1981 to Rs.2.16 lakhs in 1987, showing an 
overall increase of nearly .33.3 per cent. Similarly, the 
L.I.C. has granted loans of Rs.7.52 lakhs to agents in 1981 
and Rs.36 lakhs in 1987 which shows an overall increase of 
nearly 378.7 per cent during the period under review. Thus, 
it is clear from the above table that the Life Insurance 
Corporation has sanctioned much amount under the housing 
development schemes as compared to other schemes. 
Table No.24 indicates the zonewise mortgages loans 
sanctioned by the L.I.C. under the various mortgage schemes 
for house construction between 1981-82 and 1986-87. 
The table depicts that the L.I.C. has sanctioned the 
total amount under the property mortgage schemes (M.I.) for 
house construction in all zones, i.e., the Central, the 
Eastern, the Northern, the Southern and the Western 
amounting to Rs.541.27 lakhs in 1981-82 and Rs.l027 lakhs in 
1986-87, indicating an overall increase of nearly 90 per 
cent. Under the own Your Home Schemes (OYH) the amount has 
increased from Rs.697.68 lakhs in 1981-82 to Rs.1372.63 
lakhs in 1986-87, showing an overall rise of nearly 96.7 per 
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cent. TVie share of the Central Zone has gone up under (M-I) 
property mortgage schemes from Rs.18.45 lakhs in 1981-82 to 
Rs.37.72 lakhs in 1986-87. This shows an overall rise of 
nearly 104.4 per cent. The total amount granted by the 
Corporation under OYH schemes increased from Rs. 31.81 lakhs 
in 1981-82 to Rs.49.47 lakhs in 1986-87, indicating an 
overall increase of nearly 55.5 per cent. Similarly, the 
share of the Eastern Zone went up (under M-I Schemes) from 
Rs.40.48 lakhs in 1981-82 to Rs.52.95 lakhs in 1986-87, 
showing an overall increase of 30.8 per cent. Under OYH 
schemes, the mortgage loans have increased by 97.6 per cent, 
i.e., from Rs.39.28 lakhs in 1981-82 to Rs.77.65 lakhs in 
1986-87. But the share of the Northern Zone has declined 
(under M-I Schemes) by nearly 2 per cent, i.e., from 
Rs.238.84 lakhs in 1981-82 to Rs.233.96 lakhs in 1986-87. 
Under OYH schemes, the mortgage loans have increased by 
nearly 76.9 per cent, i.e., from Rs. 126.66 lakhs in 1981-82 
to Rs. 224.09 lakhs in 1986-87. The share of the Southern 
Zone has increased (under M-I schemes) from Rs.223.21 lakhs 
in 1981-82 to Rs. 812.17 lakhs in 1986-87, showing an 
overall rise of nearly 263.8 per cent, under OYH schemes the 
Corporation has granted loans for house construction from 
Rs.469.34 crores in 1981-82 to Rs.942.18 lakhs in 1986-87, 
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i.e.,ari overall increase of nearly 100.7 per cent. Between 
1981-82 and 1986-87, the share of the Western Zone has gone 
up (under M-I Schemes) by more than 248 per cent from 
Rs.20.29 lakhs to Rs.70.65 lakhs. Under OYH schemes it went 
up by nearly 159 per cent, from Rs.30.59 lakhs to Rs.79.24 
lakhs during the period under review. 
Thus, from the foregoing discussion it can be concluded 
that the rate of growth in the amount in the Southern zone 
is much higher as compared to other zones. It is mainly due 
to the fact that the L.I.C. has granted enormous amount in 
the Southern zone for the constructions of houses. 
For the shortage of houses and magnitude of L.I.C's 
investment in housing it can be concluded that the 
Corporation's investment with regard to housing finance are 
still in the formative stages. Many defects have also crept 
in during this period. In the first instance the Corporation 
has placed much reliance on an outside agency which is 
inefficient and weak. The fact that in 1987 the total amount 
of Rs. 1035.26 crores sanctioned by the Corporation to the 
various State schemes remained unutilised reflects 
administrative weakness of the programme. Either there was 
no demand for these loans or the procedure was so 
-17^-
complicated and the administrative machinery was so slow 
that it could not make timely disbursements of the loans. It 
can also be concluded that in the absence of sound mortgage 
market and also due to the financial weaknesses of the 
municipalities and co-operative societies it will not be 
safe for the L.I.C.to follow traditional methods of 
financing housing development. Similarly, financing through 
the State-Housing Schemes and through indirect methods can 
not be an effective media for the early solution of the 
housing problem in the country. In the interest of its 
policy-holders as well as for its own future growth the 
Corporation had to take direct financing on the one hand and 
on the other hand it had to finance the development of 
ancilliary industries producing building material. Unless 
the Corporation undertakes both the functions together, its 
role will be seriously circumBci-ibed in providing shelter to 
its constituents and relieving them from the burden of 
excessive rents. 
L.I.C. AND RDRAL DEVELOPMENT 
Yet another significant landmark in the field of life 
insurance is the extention of life insurance business to 
rural areas. That inclusion of rural areas in any scheme of 
-175-
spreading the message of insurance was a major objective 
behind nationalisation, was amply explained by the then 
Union Finance Minister Dr. C.D.Deshmukh. In his words, 'we 
are determined to see that the gospel of life insurance is 
spread as far as wide as possible so that we reach out 
beyond the more advanced urban areas into hitherto neglected 
rural areas . As regards rural development, it may be 
underlined that a lot of credit goes to the Corporation 
since it has within, the restrictive framework of law, rules 
and regulations, performed remarkably well. 
Table No.25 shows the development of new business in 
rural areas between 1982-83 and 1986-87. It is clear from 
the table that the total number of policies (new business) 
in rural areas by the L.I.C. has increased from 7.33 lakhs 
in 1982-83 to 14.80 lakhs in 1986-87, indicating an overall 
increase of nearly 101.9 per cent. The percentage share in 
total went up from 13.99 per cent to 14.80 per cent during 
the same year. Similarly, the sum assured has gone up from 
Rs.1038 crores in 1982-83 to Rs.2916 crores in 1988-87, 
1. Kothari's Economic and Industrial Guide of India, Madras, 
1982-83, p.39. 
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TABLE NO.25 
DEVELOPMENT OF NEW BUSINESS IN RORAL AREAS 1982-83 TO 
1986-87 
Year No. of %age to 
policies Total 
(in lakhs) 
Sum assured %age to 
(Rs. in crores) Total 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
TOTAL 
7.33 
8.34 
9.52 
12.38 
14.80 
52.37 
13.99 
15.93 
18.18 
23.64 
28.26 
100.00 
1038 
1260 
1570 
2176 
2916 
8960 
11.58 
14.06 
17.53 
24.28 
32.55 
100.00 
Source: Compiled and computed from various Annual Reports 
and Accounts of the Life Insurance Corporation of 
India. 
showing an overall rise of nearly 180.9 per cent. Its share 
in total has also increased from 11.58 per cent to 32.55 per 
cent during the period under review. The table also shows 
that in 1986-87, the Corporation issued 14.80 lakhs policies 
in rural areas as compared to 12.38 lakhs policies in the 
year 1985-86, i.e., an increase of 19.45 per cent. Thus the 
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"trend in the past few years is encouraging and the 
Corporation is confident that its rural portfolio will 
remain significant. 
In conformity with the various objectives of the 
Government, ambitious plans for rural development have been 
drawn up by the Government since 1979. Of these many 
schemes, the Corporation could take advantage of Intensive 
Rural Development Programme (IRDP) covering all the blocks 
in the country. This programme is particularly for the 
benefit of the rural poor and those who are below the 
poverty line. Specifically the programme envisages 
employment opportunities for nearly 30 per cent of the 
scVieduled caste and scheduled tribe population spread over 
the rural areas. The schemes for Training of Rural Youth for 
self-Employment, popularly known as TRYSEM, also came into 
existence in 1979. Under this schemes, self-employment 
opportunities are made available to the youth who are mainly 
from the economically weaker sections. 
Apart from the efforts of the Government to alleviate 
the sufferings of the poor in rural areas, various other 
socio-economic measures initiated by the Government at the 
national level and also with the aid received from various 
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interiiational agencies, there is a resurgence in rural 
economy. The L.I.C. provides facilities of loans to farmers 
for irrigation, fertilisers, good quality of seeds, 
pesticides and other inputs to increase the agricultural 
production in the country. It is expected that there will be 
better crop control and agricultural production due to the 
well-integrated approach and plans for greater production. 
The Corporation is objectively committed to spread life 
insurance security to the rural areas. The Corporation's 
rural portfolio is encouraging and indicates progressive 
trends. 
L.I.C. AND SOCIAL SECDRITY SCHEMES 
The objective of the schemes must be to provide 
curative or preventive medical care, to guarantee means of 
subsistence in the event of involuntary loss of income from 
work or a significant part thereof, or to grant 
supplementary income to persons with family 
responsibilities. Thus the gamut of social security covers 
compulsory or optional health or unemployment insurance, 
employer's liability for occupational accidents or diseases, 
special civil servant schemes, special schemes applicable to 
certain branches of activities, family benefit and statutory 
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obligations of employers etc. In the developed countries, 
social security programmes maintained a climate of security 
and stability. To quote from the Eight Five Year Plan 
document of France"- --
"Satisfactory social protection increase the 
individual's sense of security. It facilitates social 
relations, contributes to industrial peace and helps to 
avert disputes. The social system must not be looked upon as 
part of the inevitable socialisation which the productive 
sector is obliged to accept under a liberal regime. There is 
a beneficial, though inconspicous link between social 
welfare and economic profitability^. 
Social security leads to development of productive 
forces by taking good care of them. Social security measures 
replace loss in earnings or supplement inadequate income, 
thereby leading to more diffused purchasing power and 
augmenting of outlets for consumer goods. Social security 
schemes makes it possible also to satisfy the demand for 
certain goods and services (health for example), which are 
1. M.C. Mehta, Secretary (P.&G.S.). Social Security and 
Group Insurance Schemes, Yogakshema, Bombay, vol.32. 
No.8, August 1988, p.9. 
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beyond the means of many families and thereby leads to 
development of such sectors of the economy. 
The need of the Government has led to formulation of 
social security group life insurance schemes by the L.I.C. 
which is also committed to life insurance protection to 
every insurable person. In the field of individual life 
insurance, the L.I.C. has registered excellent growth but it 
cannot be denied that a very large section of the Indian 
population is left untouched. Even group life insurance was 
confined mainly to employer-employee groups till the 
seventies. The Era Sezhiyan committee has stated in its 
report that: "The best way to ensure that life insurance is 
spread much more widely and in particular in the rural areas 
among the socially and economically backward classes is 
through a wider spread of group term insurance. The L.I.C. 
should, therefore, adopt as the principal plank in its 
development programme, promotion of group term insurance 
extensively to the people in rural areas and to the 
unorganised sectors in urban areas' . 
1. M.C. Mehta, Secretary (P.&G.S.), Social Security and 
Group Insurance Schemes, Yogakshema, Bombay, op.cit., 
p.11. 
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The L.I.C. is likely to administer in the years to come 
a social security fund set up by the Government with a 
corpus of 100 crores rupees. This fund will provide 
insurance cover to landless labourers, handloom workers, 
rickshaw pullers, drivers and the like. The L.I.C. is also 
exploring schemes for primary schools teachers, artisans, 
tailors, barbers, masons, carpenters and others. With a 
proven track record, the L.I.C. is now playing a major role, 
operating in the vanguard as a vehicle for implementation of 
Government's social security measures for the weaker 
sections. 
It is, therefore, clear that L.I.C. unlike any life 
insurance company, is solely equipped, and is indeed 
expected, to function in the realm of social security 
through its mechanism of life insurance - either individual 
or gi-oup insurance. This will go a long way in appreciating 
the L.I.C's present and future role in this important 
sphere. 
L.I.C. AND HOMAN RESOORCES DEVELOPMENT SCHEMES: 
Life Insurance has a service message which could be 
spread more widely through personal contacts. It has, 
therefore, become a corporate responsibility that proper 
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persons are recruited and trained to various position in the 
Corporation. For micro level responsibilities in the office, 
college freshers are recruited to the clerical cadres. Young 
persons with proven academic record are directly recruited 
to the cadre officers. These recruits are intensively 
trained in different departments before they are posted to a 
division or branch to take up junior level managerial 
responsibilities. The Corporation also recruits development 
officers and agents to work both in the rural and urban 
areas. The development officers are required to supervise 
and bring in business by building up an active and 
development agency organisation. Apprentices for development 
officer's assignment are intensively trained before they are 
appointed and confirmed. Similarly, agents when they are 
recruited are required to undergo the prescribed training 
and pass certain tests before they get confirmed as life 
insurance agents. 
Apart from agents who are recruited by conventional 
method, the Corporation affords ample opportunities to 
youngsters who are interested in careers in life insurance. 
These young persons are recruited as urban career agents 
after an exposure to a scientifically devised aptitude test 
and interview by senior officers. Similarly, falling in line 
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with the government's scheme of Intensive Rural Development 
Programme (IRDP) and Training of Rural Youth for self-
Employment (TRYSEM), the Corporation also has a scheme of 
recruiting agents who are required to work exclusively in 
the rural areas. Persons with a predominant rural background 
and mooring are required as rural career agents after 
certain preliminary test. Both the urban and rural career 
agents on recruitment are not only given extensive training 
but also paid a stipend in the initial years in addition to 
the commission on their business to enable themselves to 
stabilise in the profession. Career agents are trained in 
such a way that they are in position to give total life 
insurance service to their clients. Thus, the Life Insurance 
Corporation has made wider impacts in the socio-economic 
life in the country. 
L.I.C. AND FOREIGN INVESTMENTS 
The Corporation has not only invested in India but it 
also invests outside India. This can be seen from table 
No.26. 
Data set out in table No.26 reveal that the L.I.C's 
total investment including loans out of India has increased 
from Rs.4,118.33 lakhs in 1981-82 to Rs.7750.67 lakhs in 
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1986-87, indicating an overall increase of more than 88 per 
cent during the period under review. The share of Burma has 
increased from Rs.97.14 lakhs in 1981-82 to Rs.156.81 lakhs 
in 1986-87, shov?ing an overall rise of nearly 61.4 per cent 
with a rate of growth of nearly 10.2 per cent. Similarly, 
the total investment in case of the Fiji went up from 
Rs.1092.56 lakhs in 1981-82 to Rs.1839.16 lakhs in 1986-87. 
This shows an overall increase of nearly 68.3 per cent with 
a rate of growth of more than 11 per cent. Likewise, the 
total investment including loans by the Corporation in the 
Mauritius has gone up from Rs.325.84 lakhs in 1981-82 to 
Rs.730.23 lakhs in 1986-87, i.e., an overall increase of 
more than 124 per cent with a rate of growth of nearly 20.6 
per cent during this period. The share of Sri Lanka in 
investment by L.I.C. has come down from Rs.8.73 lakhs in 
1981-82 to Rs.2.82 lakhs in 1986-87. This shows a decline of 
nearly 67.6 per cent with a declining rate of growth of 
nearly 11.2 per cent. Between 1981-82 and 1986-87, the 
investment in the Uganda has also declined by nearly 98.4 
per cent with a rate of growth of nearly 16.4 per cent, 
i.e., from Rs.8.31 lakhs to Rs.0.13 lakhs in the same year. 
The total investment including loans by the Corporation in 
the United Kingdom has increased by more than 97 per cent, 
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from Rs.2543.29 lakhs in 1981-82 to Rs.5020.01 lakhs in 
1986-87. Kenya and Malaysia have almost been neglected by 
the Corporation so far as, its investments are concerned. 
INVESTMENT PATTERN OF LIFE BUSINESS IN THE U.S.A. — A 
COMPARISON WITH THE L.I.C's INVESTMENTS 
The investment policy of the L.I.C. is generally 
compared with life insurance investment policy in the U.S.A. 
In the U.S.A., the life insurance and other forms of 
insurance have made a big headway. There is a lot of 
difference between the economic and social structure of the 
U.S.A. and India. The U.S.A. is an advanced economy with 
high incomes and higher rates of savings. In the U.S.A., 
insurance consciousness is highly developed. High 
expectation of life, higher average sums per policy, larger 
business sales every year, mechanisation and automation at a 
high pitch -- all result in economies of scale and lower 
expense ratio. They are quick to take the advantage of 
latest research, new developments and technological 
advancements which are appearing in quick succession. The 
dynamic economic growth and accumulation of capital results 
in increasing demand for capital and consequent increase in 
-187-
incorae and investments of the policyhiolders, who entrust 
their hard earned savings to the country's debt and monetary 
management authorities to keep the nation's economy on an 
even keel . They, therefore play a major role in the economic 
and financial development of the country. 
To understand the present investment behaviour of the 
American companies in a proper perspective, it would be 
necessary to look to their background and examine their 
course of investment management especially during a rapid 
sequence of economic depressions and unprecedented periods 
of prosperity. These companies have shown considerable 
investment preference for corporate bonds and mortgages to 
the neglect of other investment areas especially Government 
securities and stocks. Economic and financial pressure have, 
however, changed the ratio of these investments and of the 
U.S. Government securities from time to time. In 1967 life 
insurance provided about 10 per cent of the financial 
capital added to the nation's economy from all investment 
sources having assets at $ 177.4 billion . The total assets 
of U.S. Government has increased from $ 5941 in 1917 to $ 
1. Bajpai, O.P. Life Insurance Finance in India, op.cit., 
pp.219-220. 
2. Ibid., p.221. 
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936551^ in 1986, indicating an overall increase of nearly 
15664 per cent. 
Table No.27 shows the distribution of assets of U.S. 
Life Insurance Companies between 1917 and 1986. 
From the table it is clear that life insurance 
companies investments in securities of the U.S. Government 
stood at 9.6 per cent of the total assets in 1917. It can be 
also seen from the table that there have been wide 
variations in the life insurance investments in such 
securities. These are regarded as residual investment areas 
and funds are put in them when other investment outlets 
becomes less attractive or for purposes of keeping a 
discretionary level of liquidity to take advantage of better 
investment opportunities as and when they arise. In the year 
1945, the U.S. Government securities has increased by nearly 
50.3 per cent. After the 1945 peak holding of government 
securities they started registering a fall every year with 
the consequent expansion of business and industrial activity 
on a huge scale. In 1986, the U.S. Government securities 
accounted for only 15.4 per cent. Similarly, corporate bonds 
has increased from $ 1975 in 1917 to $ 341967 in 1986, 
1. Life Insurance Fact Book, American Council of Life 
Insurance, Washington, D.C., 1987, p.36. 
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showing an overall increase of nearly 17214.7 per cent. Its 
share in total assets went up from 33.2 per cent in 1917 to 
36.5 per cent in 1986. Whenever the yield on these bonds has 
been equal to or higher than the return on alternative 
investments these securities have been added to the 
portfolios. Far-reaching post-war changes in the size and 
distribution of the population have been reflected in the 
life insurance company's investment in Municipal bonds. The 
greatest growth in population has been in cities and 
suburban areas multiplying demand for new and expanded 
public services. Life insurance funds have been an important 
factor in helping meet the great demand for capital to 
provide such facilities. The latest analysis of State and 
Local bond holdings of U.S. Life Insurance Companies 
pertains to 1986. It reveals that every State in the nation 
was represented among the issuers. The purpose of such bonds 
issues was, in a majority of cases, provision of sewerages 
and water facilities. The second biggest category was bonds 
for construction and maintenance of bridges, roads and 
tunnels. The third category consisted of bonds for schools 
and other educational facilities. 
The table also reveals that the share of stocks in 
total U.S. Life Insurance assets went up from 1.4 per cent 
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in 1957 to 9.7 per cent in 1986. In the year 1917 and 1987, 
the share of U.S. corporate stocks in total assets accounted 
for nearly 1.4 per cent and 9.7 per cent respectively during 
the period under review. But, the share of mortgages in 
total assets has come down from 34.09 per cent in 1917 to 
20.6 per cent in 1986. In India the mortgage have not gained 
much popularity. Their share in total investment has come 
down to 1.7 per cent as against 4.3 per cent in 1956. This 
is in great contrast to the insurers in other parts of the 
world where mortgage have been largely used as a "safe' 
outlet for the life fund. Thus, in the U.S.A. according to 
the Life Insurance Fact Book 'life insurance companies held 
over one-fifth of the nation's entire mortgage debt 
outstanding'. Table No.23 shows that in the U.S.A. the 
mortgages constitute nearly 20.6 per cent in 1986 of the 
total assets. Since the nationalisation of life insurance, 
there has been a growing pressure on the L.I.G. to increase 
its investment in mortgages, particularly residential 
mortgages and Farm mortgages. 
It can be also seen from the table that U.S. life 
insurance companies have considerably increased their share 
in real estate of total assets from 3 per cent in 1917 to 
3.4 per cent in 1986. But the share of policy loans in total 
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assets has come down from 13.6 per cent in 1917 to 5.8 per 
cent in 1986. The share of miscellaneous assets in total has 
gone up from 5.2 per cent to 8.6 per cent during the period 
under review. 
Table No.28 indicates a comparative picture of 
investment pattern of life insurance companies in the U.S.A. 
and India between 1980 and 1986. 
It will be observed from the table the investment in 
Government Securities to total assets in the U.S.A. has 
increased from 6.9 per cent in 1980 to 15.4 per cent in 
1986. In India, the investment in Government securities to 
total assets went up by nearly 45.10 per cent in 1980 to 
52.25 per cent in 1986. The percentage increase in 
Government securities was the highest in India as compared 
to the U.S.A. where the share of such securities in total 
assets had more than doubled. The increasing investment of 
the insurers in Government securities was the result of the 
mobilisation of resources by Government to finance the 
economic development of the country. Similarly, the 
investment in corporate securities to total assets in the 
U.S.A. has come down from 47.40 per cent in 1980 to 46.2 per 
cent in 1986. But in case of India, its share has increased 
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from 5.10 per cent to 9.31 per cent during the period under 
review. Consequently, the investment in mortgages and real 
estates to total assets in the U.S.A. accounted together for 
nearly 27.4 and 3.1 per cent in 1980, 20.6 and 3.4 per cent 
in 1986 respectively, while its share in total assets in 
India has declined from 11.7 to 9.9 per cent and from 1.1 to 
0.89 per cent respectively between 1980 and 1986. The 
investment in policy loans to total assets in the U.S.A. has 
considerably declined, i.e., from 8.6 per cent in 1980 to 
5.8 per cent in 1986. In India, its share has gone up from 
19.20 per cent to 20.18 per cent during the same year. 
Likewise, the investment of miscellaneous assets in the 
U.S.A. went up from 6.6 per cent in 1980 to 8.6 per cent in 
1986. In India, its share in miscellaneous assets has come 
down from 17.8 per cent to 7.45 per cent during the period 
under review. 
Thus from the above discussion it is clear that the 
investments in stocks, shares and other securities by life 
insurance companies have expanded in the U.S.A. as compared 
to India. It is mainly due to rapid economic development and 
expectations of high profits and drop in the yield on 
Government securities. A number of reasons may be given for 
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the growth in the direct placement of debt type securities 
consisting of bonds, notes and debentures. The most 
important and obvious reason is the increased 
institutionalisation of savings, which has brought about 
basic changes in the security markets of U.S.A. and other 
countries, the method of direct placements, because of its 
simplicity and effectiveness not only suits the borrower, 
but also enables the insurance companies to satisfactorily 
invest large sums of money with a minimum of efforts. The 
interest rate on direct placements tends to be somewhat 
higher than that carried by public offerings of comparing 
quality. This also reflects the saving in financing costs 
and other advantages to the borrower. Relations between the 
issuer and the insurance are usually much closer than 
publicly offered securities. The insurers are also 
ultimately acquainted with the issuers financial ability, 
management and operations. These features of direct 
placement led to increasing participation of the insurers in 
industry. 
INVESTMENT PATTERN IN THE O.K. - A COMPARISON WITH THE L.I.C. 
There is no Government control in the U.K. over the 
investment of insurance companies. They are guided in their 
investment behaviour by the need to foster good public 
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relations, and consequently adopt voluntarily what elsewhere 
is compulsory. British insurance funds are important sources 
of finance for commerce and industry. At the end of 1966 
the total life insurance assets were £ 9514 millions . 
British investment managers have been following an active 
investment policy in consonance with the economic and 
financial fluctuations, and have come out successful in the 
face of severe competition and various national 
catastrophies. In 1913, British Government securities were 
very unpopular constituting only 0.9 per cent of total 
assets, while fixed interest corporate securities 
constituted the bulk viz. 30.6 per cent. Just before the 
Second World War the portfolio choice had considerably 
changed. British Government securities rose in importance 
and occupied position number one with 21.4 per cent of 
assets invested in them. Debentures were relegated to the 
second position having 16.1 per cent of assets, and 
preference shares claiming 8.2 per cent. Ordinary shares 
also came up from 3.4 per cent in 1913 to about 10 per cent 
in 1937. In 1966 ordinary shares holding were at the top; 
mortgages which occupied the third position in 1937 with 
13.9 per cent came to close second. Government securities 
1. Bajpai, O.P., Life Insurance Finance in India, 1975, 
op.cit., p.229. 
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occupying the third and debentures relegated to the fourth 
position. Thus, there was a marked shift in the portfolio 
allocation mostly with a view to maximising returns and 
offer protection to the policyholders against constantly 
rising inflation. At present 40 per cent of the investment 
of British life offices is in securities which provide a 
hedge against inflation and currency depreciation. Over the 
1962-66 period the main change in insurance company's net 
investment has been a relative fall in British Government 
and Government guaranteed securities from 27 per cent to 9 
per cent of the total and relative increase in investment in 
company debentures from 19 per cent to 33 per cent . In 1986, 
the British Government and Government guaranteed securities 
p 
constituted nearly 20.3 per cent of the total assets. 
During the First World War the British Government 
borrowed heavily through long, medium and short-dated loans 
with quite attractive rates of interest. In 1923 they 
accounted for nearly 46.5 per cent in of the life companies 
assets. British Government securities out of this 
constituted for about 35 per cent of the assets. After this 
1. The Insurance Industry in Britain, 1966, p. 23. 
2. Life Insurance Fact Book, American Council of Life 
Insurance, N.W. Washington, op.cit., p.38. 
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period a decline in their position set in and, in 1937 they 
came down to 33.1 per cent and the share of British 
Government came down to 13.9 per cent. During the Second 
World War Government once again rose in importance because 
of the agreement between the Treasury and the insurance 
industry whereby the companies agreed to support the 
Government's policy for financing the war by investing all 
their new money and additional sums from the sale and 
repayment of other securities in the Government tap issue. 
The result was that the companies, inspite of the cheap 
money policy, invested heavily in Government securities and 
emerged from the war with almost 50 per cent of the assets 
invested in its portfolio. At the end of 1966 about one-
fifth of the life companies assets were invested in British 
or Local Governments. There were investment managers in 
Britain who stuck to the principle of matching and they 
found Government securities very suitable as they offered 
sufficient diversification of redemption dates. Those not so 
attached kept funds in such securities for flexibility and 
liquidity purposes. 
In the United Kingdom, the corporate securities have 
occupied an important position. In 1986 they were 40 per 
-200-
1 2 
cent of total assets as against 46 per cent in the U.S.A .In 
1913, they claimed 34 per cent of the assets out of which 
debentures and preference shares accounted for 30.6 per cent 
and equity shares 3.4 per cent. In 1922 their share was 15.7 
per cent but afterwards the situation changed and in 1927 
they claimed 38.5 per cent out of which equity shares 
accounted for only 4.9 per cent of the assets. Corporate 
securities in the U.K. have declined to 32.4 per cent in 
1940, 28.2 per cent in 1943 and 27.6 per cent in 1948. But 
later, a reaction against Government securities set in; and 
while debentures declined in importance, an upward trend in 
preference and ordinary shares became noticeable . The result 
was that corporate securities went on regaining more and 
more their lost position. They amounted to 28.4 per cent in 
1950, 30.7 per cent in 1953, 33.6 per cent in 1954 and 40.4 
per cent in 1986 of the total assets. The 1954 figure was 
only slightly below the position in 1937 . It is thus clear 
1. Life Insurance Fact Book, American Council of Life 
Insurance, N.W. Washington, op.cit., p.38. 
2. Ibid., p.38. 
3. Leo Little, Insurance Companies and Industrial Capital 
in The Banker, London, August 1950. 
4. Life Insurance Fact Book, 1987, p.38. 
5. P. Stebbings, Lie Insurance Summarized in the Banker's 
Magazine, London, August 1955, p.112. 
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that these securities have, in general, occupied an 
important position in the balance sheet of British Offices. 
Mortgages were important investment medium for British 
life insurance companies in the last century and before 
World War I when they claimed 21 per cent of life insurance 
companies assets . Their past glory is being restored now as 
in 1966 they have risen to 19 per cent and 23.4 per cent in 
1986 after having suffered a long decline especially since 
1946 when they had slipped to the low position of 6.9 per 
cent. After the year 1946 mortgages started improving their 
position but the improvement was gradual and slow. 
Improvement in the position of mortgages and loans, inspite 
of difference of opinion amongst investment manager about 
their suitability, after the Second World War may be 
ascribed to large scale building programmes undertaken by 
individuals and institutions which were held up during the 
war. This rising demand for house purchase and other 
mortgages loans brought with it new endowment assurance 
business. 
1. Paish and Schwartz, Insurance and Their Investment, P.S. 
King & Sons, London, 1934, p.70. 
2. The Insurance Industry in Britain, 1987, p.30. 
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As a group, life insurance offices are amongst the 
biggest institutional investors in Britain. Between them 
they underwrite something like half of all the new issues 
that are made on the London Capital market, and according to 
the circumstances have invested in Government securities, 
good class industrial securities, mortgages and land and 
buildings. In addition, they cooperate among themselves and 
with other financial institutions such as the Finance 
Corporation for Industry and the Charter house. Industrial 
Development Corporation provides finance for industry on 
terms that the traditional capital market sources do not 
normally supply. In recent year they have worked in 
conjunction with banks and the Expoi-t Ci-edit Guarantee 
Department Capital Ltd., which is concerned with the support 
of new technological ideas through the difficult stages 
between a successful prototype and full-scale commercial 
production. 
INVESTMENT PATTEBN IN OTHER COUNTRIES — A COMPARISON WITH 
THE L.I.C. 
The following pages will focus on the investment 
pattern of life funds not only in the U.S.A. and the U.K. 
but in some other countries of the world as well. Table 
No.29 indicates the investment pattern of life insurance 
companies in selected countries between 1960 and 1986. 
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The Table depicts the investment of the life insurance 
in India, Australia, Japan, Norway, Sweden, the U.K. and the 
U.S.A. during the period from 1960 to 1986. It indicates the 
effect of changing economic and political conditions on the 
portfolio structure of the life insurance. It is clear from 
the table that in India the share of Government securities 
in total assets have constituted nearly 6.7 per cent in 1960 
to 52.5 per cent in 1986. Similarly, Canada accounted for 
nearly 5.3 per cent in 1960 to 20.4 per cent in 1986. But 
the share of Government securities in total assets in 
Australia have come down from 32.8 per cent in 1960 to 30.5 
per cent in 1986. It will also be observed from the table 
that Government securities which have minor importance in 
1960 in the portfolio structure of the life insurance in 
Japan, Canada and the U.S.A. assumed considerable 
significance during the year 1986. The percentage increase 
was the largest in Japan (from 2.1 per cent to 10.8 per 
cent) and in the U.S.A. where the share of such securities 
in total assets had nearly doubled. The period 1986 
witnessed a significant shift away from investments in 
Government and Semi-government securities in Canada. In 
contrast to this investments in stocks and shares by life 
insurance companies have expanded in all these countries 
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owing partly to the rapid economic development and 
epectations, liigher profits and drop in the yield on 
Government securities. In the post-war period the life 
insurance investment in industries have been acquired 
through the medium of issue houses. 
A development which is common to all the countries is 
the post-war housing construction boom. Life insurance in 
foreign countries have financed the housing industries 
through mortgages, which now constitute the second important 
item in the portfolio of insurance companies in Canada, 
Sweden, the U.S.A. and Australia. Although separate data are 
not available in respect of loans made by Japanese insurance 
companies for housing building purposes, some life insurance 
companies have established subsidiary companies for home 
mortgage lending. Insurance companies in Japan also assist 
Housing Developing through investing in Government Housing 
Finance Corporation. Likewise insurance companies in the 
U.S.A. have increased their participation in mortgage 
finance through intermediary institutions. Mortgage loan 
liquidity is enhanced by the Federal Housing Administration 
and by the Veterans Administration. The development of 
Federal agencies with more or less authority to buy mortgage 
loans augments greatly their real or potential 
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marketability. In fact these developments of industries 
finance on the one hand and of housing finance on the other 
in the U.S.A., the U.K., Canada, and Japan indicate that 
while life insurance companies as a group cannot create new 
outlets of funds, but they definitely create climate for the 
economic development of these countries. 
CONCLUSION 
From the foregoing analysis it can be concluded that 
after the nationalistion of Life Insurance Corporation of 
India in 1956, the percentage of Government securities to 
total assets has declined but the volume of investment in 
all types of securities has increased absolutely. This 
increase is partly due to the increasing yield on Government 
securities and partly due to the 'passive investment policy 
followed by the L.I.C. In pursuing such a policy the 
Corporation has no doubt earned adequate yield to discharge 
its obligations to the policy-holders, but it has not taken 
full advantage of its administrative capacity and has not 
utilised the vast accumulation of life fund to the best of 
its ability. It has been 'passive' in solving the problems 
of national economic interest, like the development of 
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housing and removal of the regional imbalances etc. which 
could have materially added to the welfare of the economy 
and finally to the development of the life insurance in 
India. By pursuing an active investment policy the 
Corporation could have effectively served the policy-holders 
interest as well as the social and economic advancement of 
the country. Though the policy of investment-pursued by the 
L.I.C. on the whole is quite in line with the canons of 
investments, yet there is a lot more to be desired. The 
L.I.C. should emerge as a important source of financing not 
only the economic development of the country but should also 
discharge the functions of a social oriented financial 
institutions making huge investments in numerous social 
schemes for urban and rural development as has been the case 
in some foreign countries like the U.S.A. the U.K., 
Australia, Canada, Japan, etc. Our endeavour in the IVth 
Chapter will be to focus on a comparative study between 
investment policy of the L.I.C. and of other financial 
institutions in the country. 
INVESTMENT FOLIOY OF FINANCIAL 
INSTITUTIONS - A GOMFARISON 
WITH L.I.e. 
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CHAPTER-IV 
INVESTMENT POLICY OF FINANCIAL INSTITUTIONS — A COMPARISON 
WITH L.I.C. 
In the previous chapter it was pointed out that the 
Life Insurance Corporation of India (L.I.C.) could not 
succeed in achieving the aims and objectives as was expected 
from its nationalisation. One reason for this could be 
attributed to its investment policy which has lagged in many 
ways. This chapter has been written with the purpose of 
analysing the investment policy of a number of financial 
institutions and comparising them with the investment policy 
of the L.I.C. Let us take the investment policy of these 
agencies one by one. 
ONIT TRUST OF INDIA AND ITS INVESTMENT POLICY 
Since the Second World War, the Unit Trusts have become 
powerful investments for mobilising savings from the small 
and medium income groups in the U.K. and the U.S.A. In 
recent years the movement is gathering momentum in other 
countries of Western Europe as well as in Australia and 
Japan. The Government of India was all these years 
contemplating the setting up of such an institution with 
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appropriate modifications to suit our socio-economic 
conditions. Accordingly, the Unit Trust of India (U.T.I.) 
was set up in the public sector on 1st February 1964. The 
basic idea behind the setting up of the Unit Trust was to 
promote savings and investment habit among the people. 
The investment policy of the Unit Trust has its impact 
on the unitholders in two ways. Firstly, the income received 
by the unit holders from the Trust depends upon the return 
on investment made by it. Secondly, the appreciation (or 
depreciation) in the values of the investments brings about 
similar appreciation (or depreciation) in the value of 
units. Hence, in investing funds, the U.T.I. is primarily 
guided by two considerations, i.e., (i) obtaining maximum 
return on invested funds including capital appreciation, and 
(ii) ensuring the security of capital. The U.T.I., 
therefore, aims at building up of a sound and balanced 
portfolio maintaining a judicious balance as amongst the 
fixed income bearing securities and variable income-bearing 
securities. In achieving this objective, the U.T.I. is 
guided by the following two criteria: 
(a) Investment by the U.T.I, in any one company should 
not exceed 5 per cent of the value of the total 
investible funds of the Trust or 10 per cent of the 
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value of the securities issued and outstanding of 
such company whichever is lower, 
(b) Not more tan 5 per cent of the investible funds should 
be invested in the initial issues of new industrial 
undertakings. 
The expenses and gross incomes shall be allocated as 
between unit capital and initial capital contributed by the 
institutions in their respective proportions. The whole 
interest expenses shall be charged against initial capital 
and in the case of other expenses the maximum that can be 
charged against unit expenses is limited to 5 per cent of 
the gross income. Not less than 90 per cent of gross income 
allocated to the unit capital as reduced by the above 
expenses shall be distributed to the unit holders. In the 
initial stages the expenditure incurred by the Trust for 
oonvassing purposes were to be met by the Government. 
The progress of the Unit Trust in the mobilisation of 
savings may be judged by the amounts of units sold as 
reduced by the amount of units purchased. As at the end of 
June 1987, units sold to and outstanding with the public 
under all the schemes amounted to Rs.3726.11 crores . Table 
1. Sivayya, K.V. & Das, V.B.M., Indian Industrial Economy, 
1985, p.249. 
2. Unit Trust of India, 23rd Annual Report, Bombay,1986-87, 
p.21. 
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No.30 below shows the year-wise details of sales, purchases 
and outstanding units between 1965 and 1987. 
TABLE NO.30 
SALES, PURCHASES, OUTSTANDING OF UNITS OF THE U.T.I. 1965 TO 
1987 
(Rs. in crores) 
Purchases Outstanding Year ended 
June 30 
Sales 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
19.14 
2.15 
9.24 
15.33 
17.16 
22.83 
18.00 
15.08 
23.04 
30.31 
16.74 
20.77 
33.51 
70.86 
0.41 
1.09 
1.99 
1.22 
1.67 
2.04 
3.19 
2.60 
2.97 
3.68 
20.36 
10.95 
7.80 
10.86 
18.73 
19.80 
27.05 
41.16 
56.65 
77.45 
92.25 
104.76 
124.95 
151.92 
148.81 
166.80 
193.34 
255.39 
contd. 
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1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
96.08 
48.93 
39.66 
65.15 
75.75 
161.15 
381.57 
319.35 
149.46 
9.13 
13.76 
15.36 
21.70 
12.54 
10.51 
12.33 
50.77 
27.72 
347.47 
390.89 
425.35 
555.46 
706.91 
1021.33 
1757.30 
2586.39 
3726.11 
Total 1651.26 244.65 12996.27 
Source: Compiled from various Annual Reports of the Unit 
Trust of India. 
Data set out in Table No. 30 reveal that the total 
units sales under all schemes of Unit Trust of India 
(U.T.I.) has increased from Rs.19.14 crores in 1965 to 
Rs.149.46 crores in 1987, indicating an overall increase of 
nearly 680.8 per cent. Similarly, the total units purchases 
of UTI has gone up form Rs.0.41 crores in 1965 to Rs.27.72 
crores in 1987, showing an overall rise of nearly 6661 per 
cent. Likewise, the total unit capital outstandings went up 
from Rs.18.73 crores in 1965 to Rs.3726.11 crores in 1987. 
This shows an overall increase of 19793.8 per cent during 
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the period under review. In contrast, to the impressive 
growth in the sale of units during 1978 and 1979, the sale 
of units suffered a setback during 1980. The aggregate sales 
at Rs.48.93 crores during 1980 were 49 per cent lower as 
compared to the sales during the previous year at Rs.96.08 
crores. Similarly, the total sales of units at Rs.149.46 
crores in 1987 were 53 per cent lower as compared to the 
sales during the previous year at Rs.319.35 crores. The 
table also shows that the purchases of units during 1980 at 
Rs.13.78 crores were higher by 50.7 per cent as compared to 
a decline of 16 per cent during the year 1979. Likewise, the 
purchases of units during 1986 at Rs.50.77 crores were 
higher by nearly 311.7 per cent as compared to a decline of 
nearly 45.4 per cent during the year 1987. The proportion of 
purchases in 1980 in relation to the unit capital 
outstandings at the end of the year was lower at 0.74 per 
cent as compared to 2 per cent in the preceding year. 
The investible resources of the Trust recorded a marked 
increase of 41.8 per cent, i.e., from Rs.3218.34 crores in 
1985-86 to Rs.4563.68 crores^ in 1986-87, while the 
investments of Life Insurance Corporation of India has 
increased by nearly 13.6 per cent, from Rs.12264 crores in 
1. U.T.I.'s Annual Report, Bombay, 1987, p.2. 
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1985-86 to Rs. 13936 crores-^  in 1986-87. Table No. 31 shows the 
investments of Unit Trust of India and Life Insurance 
Corporation of India between 1981-82 and 1986-87. 
TABLE NO.31 
COMPARISON OF THE LIC's AND THE OTI's INVESTMENTS 
(1981-82 TO 1986-87) 
Year U.T.I. 
(Rs.in crores) 
Percentage 
inc./dec. 
over 1981-82 
L.I.C. 
(Rs. in 
crores) 
Percentage 
inc./dec. 
over 1981-82 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
679.24 
870.24 
1261.33 
2209.61 
3218.34 
4563.68 
— 
28.11 
85.69 
225.30 
373.81 
571.88 
7473.01 
8498.51 
9613.74 
10804.03 
12264.15 
13936.00 
-
13.72 
28.64 
44.57 
64.11 
86.48 
UTI's accounting year is July to June. 
LIC's accounting year is April to March. 
Source Annual Reports of the LIC and the UTI 
It is evident from the above table that the total 
investment of Unit Trust of India (UTI) has increased from 
Rs.679.24 crores in 1981-82 to Rs.870.24 crores in 1982-83, 
1. L.I.C's Annual Report, Bombay, 1987, p.18. 
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indicating an increase of nearly 28.11 per cent. Similarly, 
the total investment of Life Insurance Corporation of India 
(LIC) has gone upto from Rs.7473.01 crores in 1981-82 to 
Rs.8498.51 crores in 1982-83, showing an increase of nearly 
13.72 per cent. Thus, the table shows that the investment 
of the UTI in absolute terms is lower than the LIC but in 
terms of percentage, it is higher than the LIC. It is mainly 
because of higher rate of increase in the investment of the 
UTI than the investment of the LIC. Between 1981-82 and 
1983-84, the investment of the UTI has further increased by 
nearly 85.69 per cent, from Rs.679.24 crores to Rs.1261.33 
crores. Likewise, the book value of total investment of the 
LIC went up by nearly 28.64 per cent, i.e., from Rs.7473.01 
crores to Rs.9613.74 crores during the period. Thus, during 
these years the rate of growth in the investment of the UTI 
was much higher as compared to the rate of growth in 
investment of the L.I.C. From the years 1981-82 to 1984-85, 
the aggregate investment of the UTI has gone up by more than 
225 per cent with a rate of growth of nearly 56.2 per cent, 
from Rs.679.24 crores to Rs.2209.61 crores. Consequently, 
the total investment of the LIC has increased by nearly 
44.57 per cent with an annual rate of growth of more than 11 
per cent, i.e., from Rs.7473.01 crores to Rs.10804.03 
-217-
crores. Between 1981-82 and 1985-86, the investment of the 
UTI has further increased hy nearly 373.8 per cent with a 
rate of growth of 74.7 per cent from Rs.679.24 crores in 
1981-82 to Rs.3218.34 crores in 1985-86. While the total 
investment of the L.I.C. went up hy 64.1 per cent, showing a 
rate of growth of 12.8 per cent, i.e., from Rs.7473.01 
crores in 1981-82 to Rs.12264.15 crores in 1985-86. During 
these years the rate of growth in investment of the UTI was 
much higher as compared to the rate of growth in investment 
of the Lie. From the years 1981-82 to 1986-87, the aggregate 
investment of the UTI has further gone up from Rs.679.24 
crores to Rs.4563.68 crores. This shows on overall increase 
of nearly 571.8 per cent with an annual rate of growth of 
more than 95 per cent. While, the total investment of the 
Lie has increased to 86 per cent with a rate of growth of 
more then 14 per cent, i.e., from Rs.7473.01 crores to 
Rs.13936 crores during the period. During 1981-82 to 1986-
87, the table shows that the rate of growth in investment of 
the UTI was much higher than the rate of growth in 
investments of the L.I.C. 
The industries which received significant assistance 
from the Unit Trust of India were machinery, textiles. 
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chemicals and chemical products and electrical generation. 
Textiles, engineering and chemicals and pharmaceuticals 
continued to figure prominently in the Trust's portfolio, 
together accounting for nearly 58 per cent of the Trust's 
total investments. Transport equipments, iron and steel, 
paper and cement were the other industries in which the 
trust had substantial investments accounting for 3 to 5 per 
cent each of these groups. At the end of June, 1987 the 
investment portfolio of the Trust included 824 companies as 
compared to 800 companies in 1986. The Trust was holding 
equity shares in 744 companies, preference shares in 184 
companies and debentures in 502 companies . 
Table No.32 shows the industry-wise investments of the 
Unit Trust of India and the Life Insurance Corporation of 
India between 1981-82 and 1986-87 
1. The Unit Trust of India, 23rd Annual Report, Bombay, 
1986-87, p.36. 
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Data set out in table No.32 reveal that the total 
investments by the UTI for all the major industries has 
increased from Rs.481.77 crores in 1982-83 to Rs.2435.89 
crores in 1986-87, indicating an overall increase of nearly 
405.6 per cent with a rate of growth of more than 81 per 
cent. Similarly, the total investments by the LIC for all 
the major industries went up from Rs.396.62 crores in 1982-
83 to Rs.1023.38 crores in 1986-87, showing an overall 
increase of nearly 158 per cent with an annual rate of 
growth of nearly 31.6 per cent. Thus, it is clear from the 
table that the rate of growth in investments to all 
industries of UTI was much higher than the rate of growth in 
investments of industries by the LIC. The table also shows 
that the industries; aluminium, banks and investment 
companies, cement, chemicals & pharmaceuticals, dyes & dye 
stuffs and coal in the UTI's portfolio together accounted 
for nearly 23.91 per cent in 1982-83 to 27.67 per cent in 
1986-87 of the Trust's total investments while, the 
percentage in the total of these industries by the LIC 
accounted for 16.33 per cent in 1982-83 to 20.96 per cent 
in 1986-87. Likewise, fertilisers, fooddrink & tobacco, 
petro-chemicals, raining, plastic, matches and investment 
trust has increased the UTI's share in the total investments 
from 12.3 per cent in 1982-83 to 15.61 per cent in 1986-
87. But this share has declined by the LIC in the total 
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investments from 5.79 per cent in 1982-83 to 3.38 per cent 
in 1986-87. Similarly, the industries namely, electricity 
generation &. supply, engineering glass & potteries, mineral 
oil, iron and steel, paper & paper board, etc. accounted for 
37.55 per cent in 1982-83 to 29.76 per cent in 1986-87 of 
the UTI's share in the total investments, while the LIC's 
share in the total investments of these industries accounted 
for nearly 22.46 per cent in 1982-83 to 31.45 per cent in 
1986-87. Similarly, plantation, rubber, shipping, sugar, 
textiles, and cotton industries accounted for 27.46 per cent 
in 1982-83 to 28.17 per cent in 1986-87 of the UTI's share 
in total investments. Of these industries, the LIC's share 
in total investments has come down from 21.68 per cent in 
1982-83 to 19.75 per cent in 1986-87. Likewise, composit 
mills, railways, manmade fibres, electrical goods, jute, 
transport equipments, vegetable oils and miscellaneous 
industries which together accounted for 33.94 per cent in 
1982-83 to 34.69 per cent in 1986-87 of the UTI's share in 
total investments. While the LIC's share in total 
investments recorded nearly 15 per cent in 1982-83 to 22.5 
per cent in 1986-87. Thus it can be seen from the table that 
the share of the UTI in total investments is much higher 
than the share of the LIC in total investments during the 
period. 
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From the above discussion it can be concluded that the 
performance of the Unit Trust of India is satisfactory in 
paying dividends as well as in its investments operations. 
Its main object of pooling the savings of the middle class 
people has also been fulfilled. But its performance is not 
impressive when compared with the net increase in saving 
deposits of commercial banks. The Trust has provided a 
larger part of its assistance to large industrial sector, 
which is not in consonance with the social objectives of our 
country. The Trust restrained itself from investing its 
funds in equity share of companies. About 99 per cent of the 
investible funds have been invested in companies paying 
regular dividend and only one per cent in the securities of 
companies. Thus the performance of the Trust in equity 
capital participation is not impressive. The Trust's 
investment shares in equities constitutes only 42 per cent 
whereas it is 75 per cent in the U.S.A. and 90^ per cent in 
the U.K. The expenses ratio of the Trust is considerably 
high being 12 per cent as against 5.5 to 7.5 per cent in the 
U.K. and between 7 and 9.5*^  per cent in the U.S.A. As far as 
the Lie is concerned, there have been significant changes in 
the complexion of LIC's operations pertaining to the 
financing of private industry. The growing popularity of 
1. Sivayya, K.V. & Das, V.B.M., Indian Industrial Economy, 
op.cit., p.253. 
2. Ibid., p.253. 
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subscriptions to the securities of industrial financing 
institutions and term-lending, particularly in recent years, 
are ample proof of this emerging trend. In addition to 
this, the L.I.C. is resorting to indirect financing of 
industry through financial institutions to meet their 
growing financial requirements so that it can concentrate on 
the role assigned to it with focus on socially oriented 
sector. Its implication is that the L.I.C's financing of 
industry through purchase/under-writing of securities will 
decline in future and industry may have to rely more heavily 
on the Unit Trust of India (U.T.I.) in so far as the 
financing of corporate investments is concerned. 
Table No.33 indicates the LIC's investments in 
corporate securities as percentage of life fund, total 
assets and total investment between 1956 and 1986-87. 
TABLE NO.33 
INVESTMENTS IN CORPORATE SECURITIES AS PERCENTAGE OF THE 
L.I.C's LIFE FOND, TOTAL ASSETS AND TOTAL INVESTMENTS. 
1956 to 1986-87 
Year Investments Column (2) as Percentage of 
in corporate Life Fund Total Total 
securities Assets Investments 
(Rs, in crores) 
16.0 
18.1 
18.3 
18.0 
17.5 
17.8 
contd. 
1956 
1957 
1958 
1959 
1960 
1961 
56.9 
69.1 
76.8 
82.1 
92.5 
103.1 
15.0 
16.9 
17.1 
16.6 
16.5 
16.3 
13.7 
14.9 
15.2 
14.8 
14.9 
14.8 
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1962-63 
1963-64 
1964-65 
1965-66 
1966-77 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
Source • 
125.3 
143.9 
159.6 
183.6 
193.2 
203.1 
210.7 
218.2 
220.5 
229.4 
232.8 
238.8 
241.9 
248.7 
258.3 
273.9 
296.6 
323.4 
329.12 
360.36 
396.62 
466.75 
566.54 
738.58 
1023.38 
Compiled 
17.4 
17.8 
17.7 
18.8 
17.2 
16.1 
14.7 
13.5 
12.1 
11.1 
9.9 
8.8 
7.9 
7.2 
6.5 
6.1 
5.8 
5.5 
4.9 
4.7 
4.6 
4.7 
5.0 
5.8 
7.0 
from various Annual 1 
16.0 
16.4 
16.2 
16.8 
15.7 
14.7 
13.5 
12.5 
11.3 
10.4 
9.3 
8.3 
7.5 
6.9 
6.2 
5.8 
5.5 
5.2 
4.6 
4.5 
4.4 
4.5 
4.8 
5.6 
6.8 
18.5 
19.0 
19.0 
19.1 
18.0 
16.8 
15.6 
14.4 
13.0 
11.9 
10.7 
9.8 
8.6 
8.0 
7.3 
6.7 
6.3 
5.6 
5.0 
4.8 
4.6 
4.8 
5.2 
6.0 
7.3 
Reports of the Life 
Insurance Corporation of India. 
It is evident from the above Table that the 
percentage of life fund in total investments of the LIC in 
corporate securities has declined from 15 per cent in 1956 
to 7 per cent in 1986-87. Similarly, the percentage of total 
assets of the LIC's investments in corporate securities has 
also come down from 13.7 per cent in 1956 to 6.8 per cent in 
1986-87. Likewise, the percentage of total investment of the 
LIC in corporate securities declined from 16 per cent in 
1956 to 7.3 per cent in 1986-87. The recent spurt in the 
security purchases in general and debentures in particular 
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not withstanding the role of the LIC as buyer of securities 
of corporate enterprises has diminished over the years. 
This is partly because of its accent on other areas and 
forms of financing and partly due to the setting up of the 
Unit Trust of India (UTI) which has to some extent relieved 
the LIC of its responsibility to support the industrial 
securities market. As a result, after 1965-66, the 
importance of corporate securities, as a form of industrial 
financing, is marked by a consistently declining trend. The 
outstanding corporate securities of the LIC which formed 15 
per cent of its life fund in 1956 rose to 18.8 per cent by 
1965-66. The trend thereafter was completely reversed so 
that at the end of March 1987 it constituted a mere 7 per 
cent, i.e., it was less than one-third of its level at the 
end of March 1966. Likewise, the LIC's securities portfolio 
represented a small fraction of its total assets at the end 
of March 1987 (6.8%) vis-a-vis its level in 1966, the 
relevant figure being 16.8 per cent. The decline in the 
importance of corporate securities is reinforced when the 
outstanding portfolio of the industrial securities is 
related to the total investments of the LIC (column 5, Table 
No.31). 
Another point relating to the part played by the LIC 
in the purchase of industrial securities is its position 
vis-a-vis the UTI. Before the setting up of the UTI in July 
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1964, the Lie was the single largest buyer of corporate 
securities market in India. It has now been relegated to 
second place and the UTI has emerged as the dominant buyer. 
This is mainly because of the security purchases by the UTI 
have far exceeded those of the LIC during the period 1964-65 
to 1986-87, the actual amount being Rs.2435.89 crores (the 
UTI) and Rs.1023.38 crores (the LIC). The dominant role of 
the UTI in this sphere is also revealed by its relative 
share in the combined security portfolio of the UTI and the 
LIC. This can be seen from table No.34 given below. 
TABLE NO. 34 
COMPARISON OF THE LIC's AND THE OTI's INVESTMENTS IN 
CORPORATE SECURITIES 1964-65 TO 1986-87 
Year Investments in 
Corporate Securities 
LIC UTI 
Col.(2) as Col.3 as 
Total Percentage Percentage 
of Col.(3) of col.(4) 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
159. 
183. 
193, 
203. 
201. 
218. 
220. 
229. 
.6 
,6 
,2 
1 
,7 
2 
.6 
4 
2 1 . 6 
2 4 . 8 
32 .6 
4 7 . 2 
6 1 . 5 
8 3 . 6 
9 4 . 1 
100 .7 
1 8 1 . 2 
208 .4 
2 2 5 . 8 
2 5 0 . 3 
2 6 3 . 2 
3 0 1 . 8 
3 1 4 . 7 
3 3 0 . 1 
88.1 
88.1 
85.6 
81.1 
76.6 
72.3 
70.1 
69.5 
11.9 
11.9 
14.4 
8.9 
23.4 
27.7 
29.9 
30.5 
contd. 
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1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
232.8 
238.8 
241.9 
248.7 
258.3 
273.9 
296.6 
323.4 
329.12 
360.35 
396.62 
466.75 
566.54 
738.58 
1023.38 
123.9 
147.8 
151.9 
163.6 
177.0 
192.9 
219.8 
254.9 
283.55 
361.19 
481.77 
714.48 
1120.25 
1695.70 
2435.89 
356.7 
386.6 
393.8 
412.3 
436.3 
466.8 
516.4 
578.3 
612.67 
721.54 
878.39 
1181.23 
1686.79 
2434.28 
3459.27 
65.3 
61.8 
61.4 
60.3 
59.4 
58.7 
67.4 
55.5 
53.7 
49.9 
45.2 
39.5 
33.6 
30.3 
29.6 
34.7 
38.2 
38.6 
39.7 
40.6 
41.3 
42.6 
44.5 
46.3 
50.0 
54.8 
60.5 
66.4 
69.7 
70.4 
Source: Compiled from various Annual Reports of the LIC and the 
UTI. 
As can be seen from the above table (column 5 and 6) 
the ratio of the holdings by the UTI to the holdings of the 
tv70 institutions together was about one-eighth at the end of 
June 1965, the share of the LIC being as high as seven-
eights. Due to the substantially reduced purchases by the 
LIC and due to income in the UTI's purchases the percentage 
recorded consistent upward trend and by 1973-74 it touched 
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the one-third mark. There was further improvement in the 
UTI's relative shareholding in the subsequent period. By 
the end of 1986-87 it reached 70.4 per cent, i.e., more than 
two-fifths of the total. In other words, the LIC's holdings 
of securities in the private sector of industry are 
currently a little less than three-fifths of the total 
holdings of the LIC and the UTI taken together, 23 years 
earlier (in 1965) the relevant figure was almost nine-tenth. 
In brief, after the entry of the UTI in the industrial 
securities market, the LIC's interest in new purchases seems 
to have diminished. This is perhaps because the industrial 
securities market in India is not big enough, and has not 
been growing fast enough in terms of the availability of 
good industrial securities, to be able to cater to the 
requirements of the two monolithic institutional investors . 
Apart from the fact that the UTI can be said to have 
relieved the LIC of the responsibility to support the 
securities market, the substantially reduced purchases of 
such securities by the LIC in recent years may also be 
partly attributed to the fact it entered rather heavily in 
the financing of socially-oriented infrastructure of housing 
and other schemes of State Governments, statutory 
authorities, Co-operatives and Electricity Boards and so 
1. Unit Trust of India, Annual Report, Bombay, 1975-76 
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on . Finally, the initiation of new forms of financing of 
private industry by the LIC such as direct lending to 
industry, which has assumed significant proportions in 
recent years, and privately placed debentures is likely to 
have a bearing on the LIC's purchases of securities . 
Lie's investments in corporate securities of Rs.1023.38 
crores in 1986-87 was less that of the UTI's investments in 
corporate securities of Rs.2435.89 crores in the same year. 
Below table No.35 indicates the total investible funds of 
the UTI between 1965 and 1987. 
TABLE NO.35 
RELATIVE SHARE OF CORPORATE SECDRITIES IN THE TOTAL INVESTIBLE 
FONDS OF THE O.T.I. 1965 TO 1987 
Year ended 
June 
Total Investible 
Funds 
Investment in 
Corporate 
Securities 
Col.(3) as 
percentage 
of Col.(2) 
1965 
1966 
1967 
1968 
1969 
24.7 
25.9 
33.9 
48.7 
65.4 
21.5 
24.8 
32.6 
47.2 
61.5 
87.2 
95.8 
96.4 
96.9 
94.0 
contd. 
1. L.I.C.'s Annual Report, Bombay, 1976, 1978, pp.7-8. 
2. Khan, M.Y., Industrial Finance, Tata McGraw-Hill Publi-
shing Company Limited, New Delhi, 1982, p.8. 
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1970 88.2 
1971 105.1 
1972 119.3 
1973 142.0 
1974 172.1 
1975 169.9 
1976 184.6 
1977 214.4 
1978 288.2 
1979 402.4 
1980 467.0 
1981 477.23 
1982 546.82 
1983 638.11 
1984 848.69 
1985 1399.54 
1986 1786.57 
1987 1981.90 
83.6 
94.1 
100.7 
123.9 
147.8 
151.9 
163.6 
177.0 
192.9 
219.8 
254.9 
283.55 
361.19 
481.77 
714.48 
1120.25 
1695.70 
2435.89 
94.8 
89.4 
84.4 
87.3 
85.9 
89.4 
89.0 
82.6 
67.0 
54.6 
54.6 
59.4 
66.0 
75.6 
84.2 
80.1 
95.0 
122.90 
Source: Compiled from various Annual Reports of the Unit 
Trust of India. 
Table given above shows that till 1976-77, corporate 
securities constituted a substantial proportion of its total 
investible funds, being more than four-fifths (ranging 
between 83 per cent at the end of 1977 and 97 per cent at 
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the end of June 1968). Subsequently, there was a consistent 
and steep fall and by the end of June 1980 only one-half (64 
per cent). But in 1987, the UTI's funds represented by such 
securities nearly 122.90 per cent, other investments 
comprising primarily fixed deposits, money at call and short 
notice with bank and, to a small extent, bridging finance. 
A decade earlier such investments were a mere 50 per cent. 
It is indeed a remarkable change. The main reason for this 
notable shift has been an attempt on the part of the UTI to 
improve the return to the unitholders in the context of the 
general rise in the interest rate and paucity of good 
floating stock of equity shares. The decline in the 
relative share of securities in its total portfolio 
notwithstanding, the UTI has emerged as a fairly influential 
institutional buyer of corporate securities. 
From the above discussion it can be concluded that Unit 
Trust of India (UTI) has emerged as an important 
institutional holder of corporate securities. It, ranks as 
the second largest holder of industrial securities next to 
the Lie. In terms of the rate of increase of security 
holdings, the UTI occupies the top position among the 
institutional holders of securities of private industry. 
These facts underline the pre-eminent position of the UTI in 
the system of industrial financing. The finding of the study 
also confirm the widely-held belief that the UTI's 
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investments are concentrated heavily in securities as also 
group companies belonging to leading business houses. 
INVESTMENT POLICY OF THE INDUSTRIAL FINANCE CORPORATION OF 
INDIA (IFCI) 
The Industrial Finance Corporation of India (IFCI) was 
set up in July 1948 by a special enactment to provide medium 
and long-term credit to large-scale industries organised as 
public limited companies or co-operative societies 
incorporated in India, engaged or proposed to engage in 
manufacturing, preservation or processing of goods, mining, 
generation and distribution of electric power or any other 
form of power, transport, shipping and hotel industries. 
Small-scale industries, sole traders and partnership 
concerns are ineligible for loans from the Corporation as 
they are intended to be covered by the State Financial 
Corporation (SFC's). 
The Industrial Finance Corporation of India, during the 
period stretching over 40 years of its service to Indian 
industry, has continued fulfilling the objectives set under 
its charter in an appreciable measure not only 
quantitatively but also qualitatively. The IFCI's assistance 
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has particularly reached all places wherever a medium or 
large sized industrial unit has come up. The total 
sanctioned assistance during the period of 39 years ended 
30th June 1987, amounted to Rs. 4042. 58 crores covering 2541-'-
industrial projects spread all over the country. This 
assistance was extended to 301 projects in the co-operative 
sector, 254 projects in the public sector, of the total 
sanctions aggregating to Rs.4042.58 crores, 89,9 per cent 
was in the form of rupee loans. While underwriting and 
direct subscriptions constituted 7.4 per cent, the share of 
guarantees for deferred payments and foreign loans amounted 
to Rs.2.7 . Table No.36 below shows financial assistance 
sanctioned and disbursements under all schemes of the 
Industrial Finance Corporation of India (IFCI) between 1977 
and 1987. 
1. Annual Report of Industrial Finance Corporation of India, 
New Delhi, 1986-87, p.15. 
2. Ibid., p.52. 
3. Ibid., p.52. 
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TABLE NO.36 
FINANCIAL ASSISTANCE SANCTIONED AND DISBURSED BY THE INDOS-
TRIAL FINANCE CORPORATION OF INDIA (I.F.C.I. 1977 TO 1987) 
Year Sanctions Disbursements 
(Rs. in crores) (Rs. in crores) 
1977 94.81 62.20 
1978 105.89 66.35 
1979 149.58 73.96 
1980 155.84 96.56 
1981 198.70 133.68 
1982 258.49 188.25 
1983 264.75 223.27 
1984 351.07 256.69 
1985 460.92 317.95 
1986 579.45 413.92 
1987 853.02 506.85 
Total 3472.52 2339.68 
Source: Compiled from various Annual Reports and Accounts 
of the Industrial Finance Corporation of India. 
Table No.36 shows that the aggregate financial 
assistance sanctioned by the IFCI under all schemes 
increased from Rs.94.81 crores in 1976-77 to Rs.853.02 
crores in 1986-87, indicating an overall increase of nearly 
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799.7 per cent. Similarly, the total disbursements by the 
IFCI went up from Rs.62.20 crores in 1976-77 to Rs.506.85 
crores in 1986-87, showing an overall rise of 714.8 per cent 
during the period. The table also shows that the aggregate 
net sanctions during the year 1986-87, under all schemes for 
financial assistance of the IFCI amounted to Rs.853.02 
crores for 556 projects of 493 eligible concerns. Growth in 
sanctions for the year 1986-87 was 47.2 per cent over the 
sanctions of Rs.579.45 crores for 365 projects in 1985-86. 
The number of projects assisted also shows increase by 52 
per cent over the last year's figure. Likewise, the total 
disbursements of the IFCI in 1986-87 amounted to Rs.506.85 
crores. These were higher by 22.5 per cent over the 
disbursements aggregating Rs.413.92 crores made 1985-86. 
Table No.37 compares the investments made by the IFCI 
and the LIC from 1982-83 to 1986-87. 
TABLE NO.37 
FINANCIAL ASSISTANCE SANCTIONED AND DISBURSED BY THE I.F.C.I 
AND THE L.I.C. (1982-83 to 1986-87 
(Rs. in crores) 
Year 
1982-83 
1983-84 
1984-85 
IFCI 
Sanctioned 
230.2 
321.9 
415.4 
Disbursed 
196.1 
224.5 
272.9 
LIC 
Sanctioned 
136.5 
166.8 
219.9 
Disbursed 
86.60 
140.9 
161.5 
contd 
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1985-86 
1986-87 
Total 
499.2 
798.0 
2264.7 
403.9 
451.5 
1548.9 
383.6 
363.8 
1270.6 
261.9 
389.8 
1040.7 
Source: Economic Survey,Government of India, Ministry of 
Finance, 1987-88, p. S-56. 
The table depicts that total amount sanctioned by the 
IFCI (under all schemes) for financial assistance, has 
increased from Rs.230.2 crores in 1982-83 to Rs.798 crores 
in 1986-87, indicating an overall increase of nearly 246.6 
per cent. The total amount sanctioned by the LIC went up 
from Rs.136.5 crores in 1982-83 to R.363.8 crores in 1986-
87, showing an overall rise of more than 166 per cent. 
Similarly, the aggregate amount disbursements of the IFCI 
under all schemes has gone up from Rs.196.1 crores in 1982-
83 to Rs.451.5 crores in 1986-87. This shows an overall 
increase of more than 130 per cent. While the total amount 
disbursements of the LIC has increased by more than 350 per 
cent, i.e., from Rs. 86.6 crores to Rs. 389.8 crores during 
the period under reference. Thus from the above table it is 
clear that when we compare the IFCI's financial assistance 
with the Lie in terms of percentage it is found that the 
rate of growth in the amount of the LIC's investments is 
much higher than the rate of growth in the amount of the 
IFCI's assistance. The table also shows that the aggregate 
sanctions during the year, under all schemes of financial 
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assistance, of the IFCI amounted to Rs.798 crores for the 
year 1986-87 which indicates an increase of 60 per cent over 
the sanctions of Rs.499.2 crores in 19985-86. Similarly, the 
total disbursements of the IFCI in 1986-87 amounted to Rs. 
451.5 crores which shows as increase of 11.7 per cent over 
the disbursements aggregating Rs.403.9 crores during 1985-
86. The total disbusements of the L.I.C. under all schemes 
has also gone up by 48.8 per cent, i.e., from Rs.261.9 
crores in 1986-86 to Rs.389.8 crores in 1986-87. 
The Industrial Finance Corporation's contribution to 
the industrial development has been substantial which can be 
judged by the benefit that has flown from its direct 
financial assistance to diversified industries. The two 
major recipients of the IFCI's assistance are sugar and 
textile industries. Most of the industrial units which have 
come up in no industry districts are largely in the co-
operative sector. These have helped to transform the rural 
scene, by not only canalising the savings of the 
agricultural sector for industrial use but also have 
provided larger avenues for both direct and indirect 
employment due to their labour-intensive nature. Likewise, 
the aid given to fertilizers, pesticides, agricultural 
machinery and transport equipment has helped in boosting the 
agricultural production in the country. Table No. 38 shows 
the industry-wise assistance of the IFCI and the LIC from 
1984-85 to 1986-87. 
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The table indicates that thie total assistance of the 
Industrial Finance Corporation of India (IFCI) in the 
industrial sector went up from Rs.450.64 crores in 1984-85 
to Rs.863.49 crores in 1986-87, indicating an overall 
increase of 91.6 per cent with a rate of growth of nearly 
30.5 per cent. Similarly, the LIC's investments in Indian 
industries went up from Rs.566.53 crores in 1984-85 to 
Rs.1023.38 crores in 1986-87. This shows an overall rise of 
80.6 per cent with an annual rate of growth of nearly 26.8 
per cent during the period under review. The industries 
which claimed a significant share in the IFCI's assistance 
portfolio during 1986-87 were: electrical machinery, 
appliances and parts including electronics accounted for 
14.5 per cent. Textiles (10%), chemicals and chemical 
product (9.9%), fertilisers & pesticides (8.2%), transport 
equipment and parts (8.1%), cement (7.1%), iron and steel 
(6.5%), synthetic fibres (6.0%), miscellaneous food products 
(4.2%). Sugar accounted for 3.6 per cent. By and large, it 
may be said that electronics, transport equipment and food 
products have started taking a significant position in the 
industrial sector of the country. The textile industry, 
during the year, took considerable advantage under the 
Textile Moderation Fund Scheme and it also took a good 
position project number-wise in the IFCI's assistance 
portfolio in 1986-87. 
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The share of the LIC's investments in Indian industries 
during the year 1986-87 were; alumunium, banks, & 
investments companies, cement, chemicals & pharmaceuticals, 
dyes & dye stuffs and coal accounted for 20.96 per cent. 
Similarly, fertilizers, food drink & tobacco, petro-
chemicals, mining, plastics, matches and investment trust, 
accounted for 3.38 per cent of LIC's investments. Likewise, 
electricity generation & supply, engineering, glass & 
potteries, mineral oil, iron & steel, paper and paper 
products, recorded for 31.45 per cent. Consequently, 
plantation, rubber, shipping, sugar, textiles and cotton 
industries accounted for 19.75 per cent. The remaining 
industries which claimed a significant share in the LIC's 
investment portfolio during 1986-87 were: electrical goods, 
jute, transport equipment, vegetable oils and miscellaneous 
industries which have together accounted for 22.5 per cent. 
As we have discussed earlier in chapter II the income 
of the Life Insurance Corporation of India is derived from 
policy-holder scattered throughout the length and breadth of 
the country it is only proper that the policy-holder's 
savings are utilised for the economic development of the 
country as a whole. Besides, for a sound investment policy 
it is essential that the investment should be geographically 
diversified. Table No.39 indicates the State-wise 
distribution of the I.F.C.I.'s and the LIC's assistance 
between 1984-85 and 1986-87. 
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The table indicates the state-wise spread of assistance 
by the IFCI and the LIC. It is evident from table No.39 
that the total assistance of Industrial Finance Corporation 
of India for all states has increased from Rs.450.64 crores 
in 1984-85 to Rs.853.02 crores in 1986-87, indicating an 
overall increase of more than 89 per cent. Similarly, the 
total investments of the LIC for all states went up from 
Rs.566.53 crores in 1984-85 to Rs.1023.38 crores in 1986-87. 
This shows an overall rise of nearly 80.6 per cent. The 
table also shows that during the year 1986-87, the state of 
Uttar Pradesh, Andhra Pradesh, Maharashtra, Gujarat and 
Madhya Pradesh accounted for first five position in IFCI's 
assistance portfolio, though, project number-wise, the first 
five position were taken by Gujarat, Maharashtra, Uttar 
Pradesh, Andhra Pradesh, and Tamil Nadu. Similarly, it 
appears that nearly one-fourth of the total investments of 
the Life Insurance Corporation of India were in two states 
of Maharashtra and Gujarat. West Bengal, Madras and Bihar 
come next in importance, while Rajasthan, Punjab, Madhya 
Pradesh, Kerala, Delhi and Assam seem to have been neglected 
by the LIC. Though Andhra, Orissa and Tamil Nadu have 
received some what more attention of the LIC in recent 
years. This gives an impression that the policy of promoting 
balanced regional economic development of the country has 
been strengthened by the L.I.C..Likewise, the states of 
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Andhra Pradesh, Assam, Bihar, Jammu & Kashmir, Karnataka, 
Kerala, Madhya Pradesh, Meghalaya and orissa have received 
an improvement in their shares in the IFCI's total 
assistance during the year 1986-87 as compared to 1985-86. 
The states of Arunachal Pradesh, Manipur, Mizoram, 
Nagaland, Sikkira and the Union Territories of Andman and 
Nicobar Islands, Daman & Diu, Lakshdweep did not obtain any 
assistance from the I.F.C.I, during 1986-87 for want of 
application for financial assistance from these States/Union 
Territory. The assistance both quantum-wise and project 
number-wise, showed a significant increase in 1986-87. In 
respect of Punjab, not only there was increase in the 
quantum of assistance from Rs.39.20 crores in 1985-86 to 
Rs.44.87 crores in 1986-87, but the number of projects 
getting assistance also went up from 26 in 1985-86 to 32 in 
1986-87. 
In the Corporate sector, the major beneficiary has been 
the private sector which had claimed up to the 30th June 
1987, assistance of the order of Rs.620.65 crores for 428^ 
projects. This constituted 72.8 per cent of the total 
assistance sanctioned by the Industrial Finance Corporation 
of India to corporate sector at the end of June 1987. The 
1. Annual Reports of the I.F.C.I., op.cit., p.60. 
2. Ibid., p.52. 
-247-
L.I.C.'s total investments in the private sector amounted to 
Rs.781.85 crores^ in 1986-87. Thus the amount invested by the 
Lie in the private sector is much higher than the amount 
invested by the IFCI during the same period. The L.I.C.'s 
total investments in the corporate sector amounted to 
Rs.1023.35 crores in 1986-87. This constituted 76.4 per 
cent of the total investments in the private sector, 2 per 
cent in the joint sector and 21.6 per cent in the co-
operative sector. 
Table No.40 shows the sector-wise classification of 
assistance by the Industrial Finance Corporation of India 
(IFCI) and the Life Insurance Corporation of India (LIC) 
between 1984-85 and 1986-87. 
TABLE NO.48 
SECTOR-WISE CLASSIFICATION OF ASSISTANCE BY THE I.F.C.I. AND THE L.I.C. TO THE CORPORATE SECTOR (1984-85 
TO 1986-87) 
(Rs, in crores) 
Sector I.F.C.I. L.I.C. 
1984-85 I to l985-8i I to 1986-87 X to 1984-85 I to 1985-86 I to 1986-87 I to 
total total total total Total Total 
Private 331.81 73.4 399.23 68.9 628.65 72.8 527.91 93.3 598.72 81.2 731.85 76.4 
^Qint 56.25 12.5 97.68 16.9 93.35 18.9 12.71 2.2 17.45 2.3 20.74 2.8 
Public 36.93 8.2 38.86 6.7 93.71 11.8 25.88 4.5 122.37 16,5 228.76 21.6 
Co-Qperative 26.47 5.9 43.63 7.5 45,31 5.3 - - - - - -
Total 458.66 138.88 579.45 188.88 853,82 188.88 566.38 188.88 738.54 
Source; Cospiled r^o« various Annual Reports and Accounts of the I.F.C.I. and the L.I.C. 
1 . A n n u a l R e p o r t s o f t h e L . I . C , o p . c i t . , p . 9 7 . 
-248-
The table shows that the total amount sanctioned by the 
IFCI to the corporate sector has increased from Rs.450.66 
crores in 1984-85 to Rs.853.02 crores in 1986-87, indicating 
an overall increase of more than 89 per cent and a rate of 
growth of 29.6 per cent. Similarly, the LIC's total 
investments in the corporate sector went up from Rs.566.30 
crores in 1984-85 to Rs.1023.35 crores in 1986-87. This 
shows an overall rise of nearly 38.5 per cent which shows an 
annual rate of growth of nearly 12.5 pr cent. Thus it is 
clear from the table that the amount invested by the LIC in 
the corporate sector is much higher than the amount provided 
by the IFCI. But when we calculate the annual rate of 
growth, we found that the rate of growth in the investments 
of the IFCI is much higher than the rate of growth in the 
investments of the LIC. This is because of the fact that 
amount sanctioned by the IFCI was two times higher over the 
previous year's performance, i.e., from Rs.450.66 crores in 
1984-85 to Rs.853.02 crores in 1986-87 (Table No.38). 
The Life Insurance Corporation of India earns its 
incomes from various sources like, first year premium, 
miscellaneous investments, single premium, consideration for 
annuities and renewal of premium. Among the various sources 
of incomes, premiums occupy an important place in the 
sources of incomes of the L.I.C. and are followed by the 
rest. The L.I.C. utilises its incomes through different 
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ways for the fulfilment of its objectives. In other words, 
incomes are spent in the forms of maturity claims, death 
claims, annuities, surrenders, commission etc.investment 
salary and other benefit to employees and expenses of 
management. In 1986-87, the total income earned by the 
L.I.C. amounted to Rs.3458.97 crores and total outgo 
amounted to Rs.1822.72 crores . Likewise, the total income 
earned by the IFCI amounted to Rs.72.70 crores and total 
expenditure amounted to Rs.29.22 crores during the period 
1986-87. Table No.41 compares the income and expenditure of 
the Lie and the IFCI between 1980-81 and 1986-87. 
TABLE NO.41 
COMPARISON OF THE L.I.C's AND TEE I.F.C.I's INCOME AND 
EXPENDITURE 1980-81 TO 1986-87 
(Rs. in crores) 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
L.l, 
Total 
income 
1461.29 
1675.64 
1907.39 
2173.22 
.C. 
Total 
Expenditure 
637.94 
754.47 
838.28 
1004.56 
I, 
Total 
Income 
17.08 
23.77 
31.86 
39.57 
.F.C.I. 
Total 
Expenditure 
8.70 
11.26 
14.55 
15.68 
contd. 
1. I.F.C.I.'s Annual Report, Bombay, 1987, p.80. 
2. L.I.C's Annual Report, op.cit., p. 3. 
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1984-85 
1985-86 
1986-87 
2519.99 
2941.31 
3458.97 
1194.56 
1466.45 
1622.72 
49.38 
57.22 
72.70 
20.07 
23.04 
29.22 
Total 16137.81 7518.98 291.58 
Source: Compiled from various Annual Reports and Accounts of 
the L.I.C. and the I.F.C.I. 
Data set out in table No.41 reveal that the total 
income earned by the Lif^ Insurance Corporation has 
increased from Rs.1461.29 crores in 1980-81 to Rs.3458.97 
crores in 1986-87, indicating an overall increase of nearly 
136.7 per cent with an annual rate of growth of nearly 19.5 
per cent. Similarly, the total income earned by the IFCI has 
gone up from Rs.17.08 crores in 1980-81 to Rs.72.70 crores 
in 1986-87. This shows an overall rise of nearly 325.6 per 
cent. Likewise, the total expenditure of the LIC went up 
from Rs.637.94 cores in 1980-81 to Rs.1622.72 crores in 
1986-87, showing an overall increase of more than 154 per 
cent with a rate of growth of 22 per cent. Consequently, 
the total expenditure incurred by the IFCI has increased by 
nearly 235.8 per cent, i.e., from Rs.8.70 crores to Rs.29.22 
crores during the period. It is clear from the above table 
that income earned and expenses incurred by the LIC is much 
higher as compared to income and expenditure of the IFCI. 
The LIC earned Rs.373.49 crores under the individuals 
assurance first year premium during the year 1986-87. While 
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the income has increased to Rs. 1522. 92 crores-*" from the 
renewal premiums during the year 1986-87. It means that 
total premium incomes of the Corporation amounted to 
Rs.2097.21 crores for the year 1986-87 as against the 
previous year's Rs.1782.98 crores . Apart from the above, 
incomes from loans, properties and investments have 
increased to Rs.1334.17 crores in the year 1986-87, while it 
was only Rs.1126.98 crores^ in the 1985-86. 
INVESTMENT POLICY OF INDUSTRIAL CREDIT AND INVESTMENT 
CORPORATION OF INDIA (ICICI) 
The Industrial Credit and Investment Corporation of 
India was set up in January 1955 under the Indian Companies 
Ac-t. The main aim of the ICICI is to stimulate the promotion 
of new industries, to assist the expansion and modernisation 
of existing industries and to furnish technical and 
managerial aid so as to increase production and afford 
employment opportunities. The Corporation grants long term 
and medium term loans, participates in equity capital, 
underwrites new issues of shares and debentures guarantees 
loans from other private investment sources and provide 
managerial, technical and administrative advice. 
1. L.I.C's Annual Reports and Accounts, op.cit., p.4, 
2. Ibid., p.4. 
3. Ibid., p.4. 
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The Industrial Credit and Investment Corporation of 
India (ICICI) sanctioned and disbursed the total assistance 
of Rs. 1528.85 crores and Rs.980.29 crores-*- respectively, 
during 1986-87, showing a rise of nearly 51 per cent in 
sanctions and 62,5 per cent in disbursements over the 
previous year 1985-86. Table No.42 indicates financial 
assistance sanctioned and disbursed by the Industrial 
Credit and Investment Corporation of India between 1978 and 
1987. 
TABLE NO.42 
FINANCIAL ASSISTANCE SANCTIONED AND DISBORSED BY THE ICICI 
1978 TO 1987 
(Rs. in crores) 
Disbursements 
Year Sanctions 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987* 
142.13 
195.93 
227.97 
278.66 
342.13 
418.69 
524.35 
641.60 
1012.65 
1528.85 
106.40 
124.27 
169.24 
222.63 
292.18 
334.76 
385.51 
438.68 
603.24 
980.29 
Total 5312.96 3657.20 
* 15 months period from 1st January to 31st March. 
Source: Compiled from various Annual Reports and Accounts of 
the ICICI. 
The Annual Report and Accounts of the Industrial Credit 
and Investment Corporation of India, Bombay, 1987-88, 
p.18. 
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Table No.42 depicts the aggregate financial assistance 
sanctioned by the ICICI has increased from Rs.142.13 crores 
in 1978 to Rs.1528.85 crores in 1987, indicating an overall 
increase of nearly 975.6 per cent. Similarly, the total 
disbursements by the ICICI went up from Rs.106.40 crores in 
1978 to Rs.980.29 crores in 1987, showing an overall rise of 
more than 821 per cent during the period. Sanctions of rupee 
loans rose by 56.9 per cent, i.e., from Rs.272.2 crores in 
1986 to Rs.427 crores in 1987, disbursements of rupee loans 
rose by 36.7 per cent from Rs.242.9 crores in 1986 to Rs.332 
crores in 1987. Likewise sanctions and disbursements of 
foreign currency loans increased by 54.4 per cent and 42.5 
per cent respectively, i.e., Rs.226.1 crores in 1986 to 
Rs.205.3 crores'-^  in 1987 respectively. Consequently, 
sanctions of assistance by way of underwriting and direct 
subscriptions to shares and debentures rose to Rs.78.4 
crores from Rs.41 crores and disbursements under this head 
more than doubled to Rs.24.5 crores from Rs.10.2 crores in 
1985-86. 
Table No.43 compares the investment of the ICICI and 
the Lie from 1982-83 to 1986-87. 
1. Report on Currency and Finance, Government of India,1986-
87, p.337. 
2. Ibid., p.337. 
3. Ibid., p.337. 
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TABLE NO.43 
FINANCIAL ASSISTANCE SANCTIONED AND DISBURSED BY THE ICICI 
AND THE Lie (1982-83 TO 1986-87) 
Year 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
Total 
ICICI 
Sanctioned 
392.1 
507.6 
620.7 
708.2 
1118.3 
3346.9 
Disbursed 
282.2 
334.2 
392.7 
482.2 
695.5 
2186.8 
(Rs. 
Lie 
Sanctioned 
136.5 
166.8 
219.9 
383.6 
363.8 
1270.6 
in crores) 
Disbursed 
86.6 
140.9 
161.5 
261.9 
389.8 
1040.7 
Source: Economic Survey, Government of India, Ministry of 
Finance, 1987-88, p.S-556. 
The table depicts that total amount sanctioned by the 
ICICI for financial assistance has increased from Rs.392.1 
crores in 1982-83 to Rs.1118.3 crores in 1986-87, indicating 
an overall increase of nearly 185.2 per cent. While the 
total amount sanctioned by the L.I.C. went up from Rs.136.5 
crores in 1982-83 to Rs.363.8 crores in 1986-87, showing an 
overall rise of more than 166 per cent. Similarly, the 
aggregate amount disbursed by the ICICI has gone up from 
Rs.282.2 crores in 1982-83 to Rs.695.5 crores in 1986-87. 
This shows an overall increase of more than 146 per cent. 
The total amount disbursed by the L.I.C. rose by more 350 
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per cent, i.e., from Rs.86.6 crores to Rs.389.8 crores 
during the same year. Thus from the above table it is clear 
that when we compare the ICICI's financial assistance with 
the Lie in terms of disbursements it is found that the rate 
of growth in the amount of the LIC's investments is much 
higher than the rate of growth in the amount disbursed by 
the ICICI. It is mainly due to the higher rate of increase 
in the amount invested by the L.I.C. The table also shows 
that the aggregate assistance sanctioned by the IGICI 
amounted to Rs.1118.3 crores for the year 1986-87 which 
indicates an increase of nearly 58 per cent over the 
sanctions of Rs.708.2 crores in 1985-86. Similarly the total 
amount disbursed by the ICICI amounted to Rs.695.5 crores in 
1986-87 which shows an increase of more than 44 per cent 
over the disbursements aggregating Rs.482.2 crores during 
1985-86 while the total disbursements of the L.I.C. rose by 
48.8 per cent, i.e., from Rs.261.9 crores to Rs.389.9 
crores in the same year. 
Assistance sanctioned by all financial institutions, 
viz., the IDBI, the IFCI, the IGICI, the RBI, the LIC, the 
UTI, the GIC, the SFCs and the SIDs rose by 20.9 per cent, 
i.e. from Rs.6598 crores in 1985-86 to Rs.7979 crores in 
1986-87. Similarly, assistance disbursed by these financial 
institutions aggregating Rs.5627 crores in 1986-87, 
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recording an increase of 14.1 per cent over the 
disbursements of Rs.4933 crores^ in 1985-86. 
During the year 1986-87, sanctions of all-India 
development banks (viz, the IDBI, the IFCI and the ICICI) 
rose appreciably by 36 per cent to Rs.5103 crores from 
Rs.3753 crores in 1985-86. Disbursements of assistance of 
the IDBI, the ICICI and the IFCI increased by 12.9 per cent 
from Rs.2998 crores to Rs.3384 crores during the period. 
The share of these three institutions in the aggregate 
assistance sanctioned and disbursed during the year was 
respectively 64 per cent and 60.1 per cent. In 1986-87, 
sanctions of State-level institutions registered a growth of 
15.1 per cent. Sanctions of the IRBI rose sharply by 65.8 
per cent to Rs.l26 crores during the year. 
The total sanctions and disbursements of the IDBI 
(including refinance to State-level institutions and 
resource support to other financial institutions) at 
Rs.4528.3 crores and Rs.3183.4 crores constituted about 75 
per cent of the total assistance sanctioned and disbursed by 
all financial institutions in 1986-87. 
During the year under review, sanctions of the 
investment institutions viz, the UTI, the LIC and the GIC at 
1. Annual Reports and Accounts of the Industrial Development 
Bank of India (I.D.B.I.), Bombay, 1987, p.5. 
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Rs.982 crores accounted for 12.3 per cent of total sanctions 
of all institutions. Disbursements of the three investment 
institutions at Rs.939 crores which accounted for 16.7 per 
cent of the total disbursements of all the institutions. 
State-level institutions, viz, the SFCs and the SIDCs which 
together accounted for 22.1 per cent of aggregate sanctions 
and 21.6 per cent of the disbursements of all the financial 
institutions during the year 1986-87. 
Table No.44 indicates the financial assistance 
(sanctions and disbursements) by all financial institutions 
during the year 1982-83 to 1986-87. 
TABLE NO.44 
FINANCIAL ASSISTANCE SANCTIONED AND DISBURSED BY ALL 
FINANCIAL INSTITUTIONS 1982-83 TO 1986-87 
(Rs. in crores) 
S.No. Institutions 1982-83 1983-84 1984-85 2985-86 1986-87 
1. Industrial Finance 
Corporation o-f India 
(i) Sanctioned 230.2 321.9 415.4 499.2 798.8 
(iii Disbursed 196.1 224.5 272.9 403.9 451.5 
2. Industrial Credit and 
Investment Corporation 
of India Ltd. 
(i) Sanctioned 392.1 507.6 628.7 7i38.2 1118.3 
!ii) Disbursed 382,2 334.2 392.7 482.2 695.5 
contd. 
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3. I n d u s t r i a l DevelopiTient 
Bank of I n d i a 
(i) Sanctioned 
(i i) Disbursed 
4. Industrial Reconstruction 
Bank oi India 
(i) Sancti oned 
(i i) Di sbursed 
5. State Financial 
Corporati ons 
(i) Sanctioned 
(i i) Di sbursed 
6. State Industrial Develop-
ment Corporations 
(i) Sancti oned 
(i i) Di sbursed 
7. Unit Trust of India 
(i) Sancti oned 
(ii) Disbursed 
8. Life Insurance Corporation 
of India 
(i) Sanctioned 
(i i) Di sbursed 
9. General Insurance 
Corporation of India 
(i) Sancti oned 
(i i) Di sbursed 
1282.: 
1040.1 
611. 
404.' 
296. 
208. 
127, 
71, 
136. 
92. 
44, 
1766.1 2558.4 2561.2 
1299,0 1477.7 2899,8 
69.5 
41.3 
110.8 7 
54.8 o .' . 0 
148. 
94, 
644.9 743.1 1009.1 1286. 
435.5 497.7 608.5 791, 
364 .6 477 .9 527 .0 5 7 1 . 3 
2 3 6 . 5 297 .6 3 6 4 . 8 423 .6 
165.8 357.3 696.6 465.8 
528.3 417.6 
166 .8 219 .9 383 .6 363, 
148.9 161 .5 261 .9 389, 
108 .5 144,1 153.0 153. 
8 4 . 5 118 .5 107 .3 131. 
Source; Economic Survey, Bovernment of India, Ministry of Finance, 19J 
38, p.S-56. 
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Data set out in table No.42 reveal that the total amount 
of sanctions by Industrial Finance Corporation of India 
(IFCI) has increased from Rs.230.2 crores in 1982-83 to 
Rs.798 crores in 1986-87, indicating an overall increase of 
nearly 246.6 per cent and disbrusement increased by nearly 
130.2 per cent, i.e., from Rs.196.1 crores to Rs.451 crores 
during the period under review. Similarly, the amount 
sanctioned by Industrial Credit and Investment Corporation 
of India Ltd. (ICICI) went up from Rs.392.1 crores in 1982-
83 to Rs.1118.3 crores in 1986-87, showing an overall rise 
of more than 185 per cent, the disbursements has also gone 
up from Rs.282.2 crores in 1982-83 to Rs.695.5 crores. This 
shows an overall rise of nearly 146.4 per cent. Likewise, 
the Industrial Development Bank of India (IDBI) sanctioned 
Rs.1282.2 crores in 1982-83 to Rs.3332.3 crores 1986-87, 
i.e., an increase of nearly 159.8 per cent. The amount 
disbursed by the IDBI went up by 117 per cent, i.e., from 
Rs.1040 crores in 1982-83 to Rs.2257.5 crores in 1986-87. 
Consequently, the Industrial Reconstruction Bank of India 
has sanctioned for financial assistance Rs.62.3 crores in 
1982-83 to Rs.148.9 crores in 1986-87, indicating an 
overall increase of nearly 139 per cent. The amount 
disbursed by the IRBI accounted for more than 150 per cent, 
from Rs.37.8 crores to Rs.94.7 crores during the period. 
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The State Financial Corporations (SFCs) sanctioned for 
financial assistance Rs.611.6 crores in 1982-83 to Rs.1206.3 
crores in 1986-87. This shows on overall increase of more 
than 97 per cent. The amount disbursed by the SFCs has gone 
up by nearly 96 per cent, i.e., from Rs.404 crores in 1982-
83 to Rs.791.5 crores in 1986-87. The State Industrial 
Development Corporations (SIDCs) sanctioned Rs.296.6 crores 
in 1982-83 to Rs.571.3 crores in 1986-87, indicating an 
overall increase of nearly 92.6 per cent and the amount 
disbursed by the SIDCs accounted for 103.6 per cent, from 
Rs.208 crores to Rs.423.6 crores in the same year. 
Similarly, the Unit Trust of India (UTI) sanctioned Rs.127.5 
crores in 1982-83 to Rs.465 crores in 1986-87, i.e., an 
overall rise of nearly 264.7 per cent. The amount disbursed 
by the UTI constituted for 482.4 per cent, from Rs.71.7 
crores in 1982-83 to Rs.417.6 crores in 1986-87. 
Consequently, the Life Insurance Corporation (LIC) 
sanctioned for financial assistance Rs.136.5 crores in 1982-
83 to Rs.363.8 crores in 1986-87, showing an overall rise of 
nearly 166.5 per cent. The amount disbursed by the LIC 
accounted for 350 per cent i.e., from Rs.86.6 crores to 
Rs.389.8 crores during the same period. Likewise, the 
General Insurance Corporation of India (QIC) sanctioned for 
financial assistance Rs.92.7 crores in 1982-83 to Rs.153.3 
crores in 1986-87. This shows an overall rise of more than 
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65 per cent. The amount disbursed hy the G.I.C. constituted 
194.4 per cent, i.e., from Rs. 44.7 crores to Rs. 131.6 
crores during the period. 
From the foregoing analysis it can be concluded that 
the rate of growth in the amount sanctions and 
disbursements for financial assistance by the Unit Trust of 
India is much higher than the rate of growth in the amount 
sanctions and disbursements of other financial institutions 
like the LIC, the ICIGI, the IDBI, the GIG and so on. The 
Unit Trust of India recorded the top position for financial 
assistance which can be seen from the table. The rate of 
growth in the amount sanctioned and disbursements by the UTI 
constituted 53 per cent and 96 per cent respectively. The 
LIC occupied second position for financial assistance to 
various sectors and industries, the rate of growth in the 
amount sanctioned and disbursement by the LIC accounted for 
nearly 33.3 per cent and 70 per cent respectively between 
1982-83 and 1986-87. 
The Industrial Credit and Investment Corporation of 
India (ICICI) which commenced leasing operations in 1983, 
provides leasing assistance for computerisation, moderni-
sation schemes, equipment for energy conservation, export 
orientation, pollution control, balancing and expansion. The 
industries assisted under leasing included textiles, • engi-
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neering chemicals, f e r t i l i z e r s , cement, sugar, e t c . The 
ICIGI has made s ign i f ican t e f for t s in promoting investments 
in information technology, service industry l ike ho te l s , and 
agro-based sectors l ike hatchery and poul t ry. Table No.45 
shows the industry-wise ass is tance disbursed by the ICICI 
and the LIC from 1984-85 to 1986-87. 
TABLE NO.45 
INDUSTRY-WISE ASSISTANCE DISBURSED BY THE l.C.I.C.I. AND THE L.I.C. (1984-85 to 1986-871 
(RB. in crores) 
S.No. Industry l .C.I.C.I. L.I.C, 
1984-85 1985-86 1986-87 1984-85 1985-86 1986-87 
1. Alufiinius 
2. Banks and cheBicals 
3. Cesent 
4. Coal and fertilizers 
5. Cotton Textile - - - 51.15 59.63 61.12 
49.85 
58.91 
19.85 
65.77 
61. e8 
26.83 
98,18 
84.92 
58.11 
14.g2 
8.13 
16.89 
ZM 
I J . 1/ 
8.13 
28.86 
2.98 
38.32 
8.88 
35.29 
2.98 
6. Dyes, Chesical 4 
Pharsaceuticals 19.98 37.45 66.29 
7, Electricity 
8, Electrical Goods 25.68 
7.48 
-r m 
33.56 
6.64 
5.89 
74.12 
8.72 
25,21 
51.15 
29.81 
47.69 
68.83 
7.21 
TUB 
1 . m 
112.23 
186.85 
7.98 
137.35 
149.87 
215.68 
7.98 
9. Engineering and Electric 
generation, distribiition 
18. Food products 
11. Investment Trust - - - 15.54 17.44 21 
contd,. 
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12. Iron « Steel . _ . 7^,,Tf i,,,(, ..,^.,.y 
13. Jute and Basic 
ladustries - - - 3.i9 8.42 8.68 
14. Hatches and Non-Ferrous 
Retals 27,99 42.98 77.74 2.88 2.S7 3.66 
15. Kininq i Hineral Products - - - 8.69 8.69 B.69 
16. mneral Oil S: Metal 6.52 10.98 19.48 8.94 8.92 8.91 
products 
17 Paper Ic Boards 19.83 12.83 16.16 22.89 25.48 28.86 
18. Plantations and Fibres - - - 4.98 6.92 11.74 
19. Railways i Transport 22.64 22.88 34.13 8.5! 8.51 8.51 
Equipment 
28. Rubber Products 2.51 1.35 8.89 21.99 28.36 24.32 
21. Shipping and Transport 8.39 8.39 8.41 4,35 4.85 4.44 
22. Sugar and Breweries 11.36 9.74 15.99 7.57 7.63 18.74 
23. Textiles (Other than Cotton) 36.41 67.28 73.59 32.25 46.99 98.88 
24. Vegetable Oils - - - 6.25 5.97 5.87 
25. Miscellaneous 31,42 58.11 99.48 26.57 41,2-8 66.48 
26. Machinery 21.29 32.55 39.41 
Total 368.36 485.87 799.79 566.53 738.57 1823.38 
Source; Cospiled froa various Annual Reports and Accounts of the i.C.I.C.I, and the LIC, 
Table No.45 shows tha t the t o t a l ass is tance of Indus-
t r i a l Credit and Investment Corporation of India (ICICI) in 
the i ndus t r i a l sector has increased from Rs.368.36 crores in 
1984-85 to Rs.799.79 in 1986-87, indica t ing an overal l 
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increase of nearly 39 per cent. While the LIC's investments 
in Indian industries went up by nearly 80.6 per cent, i.e., 
from Rs.566.53 crores to Rs.1023.38 crores in the same year. 
The industries which claimed a significant share in the 
ICICI's total assistance portfolio during 1986-87 were: 
sugar, food-products, textiles, paper and paper products and 
rubber products which accounted for nearly 17.4 per cent, 
basic industrial chemicals, fertilisers other chemicals, 
cement, basic metal industries and metal products except 
machinery and transport equipment which recorded for nearly 
50.6 per cent, other industries like machinery, electrical 
equipment, transport equipment, electric generation and 
distribution, shipping and miscellaneous industries which 
accounted for nearly 31.91 per cent during 1986-87. 
The share of the LIC's investment in major industries 
during 1986-87 were: alumunium, banks & investment 
companies, cement, chemicals & pharmaceuticals, dyes & 
stuffs and coal (20.96 per cent). Similarly, fertilizers, 
food drink and tobacco, petro-chemicals, mining, matches and 
investment trust, these industries recorded nearly 5.38 per 
cent of the LIC's total investments. Likewise, electricity 
generation and supply, engineering, mineral oil, iron & 
steel, paper and paper products accounted for 31.5 per cent. 
Consequently, rubber, shipping, sugar, textiles and cotton 
industries recorded for nearly 19.75 per cent. The remaining 
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industries which claimed a significant share of the LIC's 
total investments during 1986-87 were: electrical goods, 
jute, transport equipment, vegetable oils and miscellaneous 
which has together accounted for nearly 22.5 per cent during 
the period. 
From the above analysis it is clear that the rate of 
growth in the amount disbursed by the IGIGI in industrial 
sector was much higher than the rate of growth disbursed by 
the L.I.C. It is because of higher rate of increase in the 
amount disbursed by the ICICI. The analysis also reveals 
that the Industrial Credit and Investment Corporation of 
India has helped the industries which are vital to the 
future industrialisation of the country. It largely 
assisted non-traditional industries rather than the tradi-
tional industries. Thus the ICICI is contributing its mite 
in the fulfilment of the objectives of our planning. The 
initiative taken by the Corporation in helping new 
industrial units is commendable. 
Table bJo.46 compares the State-wise distribution of 
investments by the ICICI and the LIC between 1984-85 and 
1986-87. 
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TABLE NO.46 
STATE/TERRITORY-WISE SPREAD OF ASSISTANCE BY THE I.C.I.C.I. AND THE L.I.C. 
1984-85 T019B6-B7. 
(Rs. in crores) 
State/Territory 
Andhra Pradesh 
Assam 
Bihar 
Gujarat 
Haryana 
Hiffiachal Pradesh 
JaniAU t( Kashmir 
Karnataka 
Kerala 
Hadhya Pradtih 
Maharashtra 
Negaland 
Orissa 
Punjab 
Rajasthan 
Sikkiin 
Taaiil Nadu 
Uttar Pradesh 
Nest Bengal 
Other States and 
Union Territories 
Total 
1984-85 
36.28 
3.39 
3.78 
45.36 
17.26 
3.34 
1.25 
15.53 
3.56 
32.70 
85.93 
0.49 
12.136 
8.42 
21.31 
13.38 
25.73 
33.57 
9.51 
8.51 
368.36 
I.C.I.C. 
1985-86 
37.47 
1.90 
113.31 
88.73 
12.31 
5.34 
(3.59 
35.44 
4.76 
33.28 
97.95 
0.15 
18.87 
8.81 
19.26 
8.70 
47.00 
44.51 
17.23 
8.46 
485.07 
I. 
1986-87 
74.74 
3.57 
15.42 
131.77 
15.09 
3.07 
5.08 
33.00 
6.68 
47.60 
160.58 
-
10.39 
35.19 
41.34 
-
63.03 
123.30 
12.99 
16.95 
799.79 
1984-85 
14.66 
0.98 
56.31 
52.27 
1.70 
8.59 
-
12.31 
8.67 
22.77 
183.73 
-
9.63 
4.44 
11.13 
-
47.83 
23.71 
101.93 
13.24 
566.53 
Lie 
1985-86 
14.57 
8.98 
55.20 
76.73 
1.71 
0.59 
-
56.78 
9.53 
33.65 
195.23 
-
11.84 
4.98 
11.15 
-
65.33 
24.49 
113.93 
61.11 
738.57 
1986-87 
17.13 
1.43 
66.38 
141.14 
3.51 
0.86 
-
58.14 
13.70 
37.68 
258.05 
-
13.81 
5.27 
32.74 
-
97.04 
37.8 
144.81 
93.95 
1023.38 
Source i Compiled from various Annual Reports and Accounts ol the ICICI and 
the Lie. 
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Table No.46 depicts the state-wise distribution of 
financial assistance disbursed by the I.C.I.C.I. and the 
Lie. It is clear from the table that the total assistance of 
Industrial Credit and Investment Corporation of India for 
all states has increased from Rs.368.36 crores in 1984-85 to 
Rs.799.79 crores in 1986-87, indicating an overall increase 
of more than 117 per cent. While the total investments by 
the Lie rose by nearly 80.6 per cent, i.e., from Rs.566.53 
crores in 1984-85 to Rs.1023.38 crores during the same year. 
It is interesting to not here that in 1986-87 nearly 46.10 
per cent of the total assistance disbursed by the I.C.I.C.I. 
went to four developed States — Maharashtra, Gujarat, Tamil 
Nadu, and West Bengal. While the LIC's investments in these 
States accounted for nearly 62.55 per cent. It means the 
Lie favoured well-developed States rather than the backward 
States, while the I.C.I.C.I. favoured the backward states 
rather than the developed States. The L.I.C. has realised 
this situation and has been trying to rectify the defect by 
grants loans at lower rates of interest, requiring lower 
margin, provides longer grace periods and repayment periods 
for industries, started in backward states. 
From the above discussion it can be concluded that the 
investment policy of the LIC is rigid, inelastic and non-
aggressive due to the dominance of Government securities. 
Nearly 75 per cent of the L.I.C.'s investible funds goes to 
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t?ie Government securities because the Government of India 
has imposed some restrictions on the investment of its fund. 
According to section 27 A of Insurance Act 1938, not less 
than 75 per cent of the investible funds are meant for 
investing in Central Government securities, State Government 
securities, and socially oriented sector which directly or 
indirectly help welfare schemes, contribute to planned 
development of the country. Of the remaining 25 per cent of 
the investible funds, in the private sector approximately 8 
per cent, construction and acquisition of immovable property 
by the LIC approximately 2 per cent, and in the pipe line 
not available for investments approximately 5 per cent in 
each year. In this context the investible funds of the LIC 
in Government securities is purely safe. There is no risk 
of the loss of capital. As a result the yield on tViese 
types of investment is also low. On the other hand, in case 
of the UTI the IFCI and the ICICI, there is no any statutory 
restrictions to invest its funds. Therefore, the major part 
of the funds by these financial institutions are invested in 
the Corporate securities (shares and debentures). As a 
result the return on investment is high. The investment 
policy of the UTI the IFCI, and the ICICI is flexible, 
aggressive with high risk as the greater the risk the higher 
yield is the rule rather than exception. Thus, it is clear 
from the above analysis of investment, that liquidity, yield 
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and diversification which are important investment objec-
tives of the Lie are not achieved totally hy any one form 
of investments. 
CONCLUSION 
In conclusion it may be observed that the various 
financial institutions like the U.T.I., the I.F.C.I and the 
I.e.I.e.I. etc. are investing their mobilised money in 
different sectors and regions of our country. The pattern 
of their investment and broad policy of investment is on the 
same line as those adopted by the LIC. The findings of the 
study reveal that the investment policy of the LIC is rigid, 
inelastic and non-aggressive while the investment policy of 
the U.T.I., the I.F.C.I. and the I.C.I.C.I, is soft, 
flexible and aggressive. The LIC invests its major part of 
the fund in Government securities where there is no risk of 
the loss of capital. As a result the yield on these secu-
rities, because of their safety and liquidity feature, have 
generally been lower than on other investments. On the 
other hand, in case of the U.T.I, the I.F.C.I. and the 
I.C.I.C.I., their major funds are invested in Corporate 
securities, with high risk. As a result the yield on these 
securities is generally higher than in other investments. In 
terms of the rate of increase of security holdings, the 
U.T.I. occupies the top position among the institutional 
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holders of securities of private industry. These facts 
underline the pre-eminent position of the U.T.I. in the 
system of industrial financing. The findings of the study 
also confirm the widely-held belief that the U.T.I.'s 
investments are concentrated heavily in securities of lai-ge 
and well established companies as also group companies 
belonging to leading business houses. So far as Industrial 
Finance Corporation as a public sector financial institution 
is concerned it has also gained strength year by year by 
having its investments profitably invested in better 
securities. The I.F.C.I, has contributed Rs.54.33 crores to 
national ex-chequer by way of tax alone. It has now been 
customary to see the role of the I.F.C.I. not only to 
measure financial returns but also to measure more basic 
returns from its investments. A major contribution of the 
Life Insurance Corporation and other financial institutions 
has been the promotion and development of small-scale 
industries in the form of direct loans to Co-operative 
societies and other bodies for setting up industrial estates 
which provide necessary infrastructure facilities to small-
scale industrial sector. Additionally they provide 
investments to Corporate sector by way of subscribing to 
shares (both equity and preference) and debentures issues 
floated by companies and by way of grant of term loans. 
They also provide finance to projects engaged in production 
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of essential commodities such as fertilizers, sugar, 
vegetable oils, cement, drugs, paper etc. 
Thus, the Life Insurance Corporation of India alongwith 
these institutions perform a very useful function in 
building the economy of our country by strengthening the 
individuals propensity to save and in making the resources 
available for long-term investment. In the subsequent 
chapter, our aim will be to make a final analysis of the 
findings and conclusions of this thesis. 
FIISIIDIISIGS A N D C O N G L U S I OlSIS 
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GHAPTER 
FINDINGS AND GONCLOSIONS 
In the preceding chapter, a comparative study of 
investment policy of the L.I.C. and other financial 
institutions was made. It was pointed out that the 
investment policy of the L.I.C. is rigid, inelastic and 
conservative. While the investment policy of the U.T.I., the 
I.F.C.I. and the I.C.I.G.I. appeared to be flexible and 
aggressive. Here in this final chapter of the thesis, we 
present the findings and conclusions of the work. 
It has been observed that the life insurance business 
plays an important role in the Socio-economic development of 
the country by providing insurance protection and social 
security against death and old age to millions of our 
citizens and at the same time by investing the mobilised 
resources into productive channels. It has been pointed cut-
that the trends of life insurance business up to 1956 
(before nationalisation) showed that a limited attempt was 
made to create insurance consciousness among the people. The 
growth of life insurance business up to 1956 was mainly due 
to natural factors such as population growth, income growth 
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and industrialisation and urbanisation of the country rather 
than through the institutional efforts made in this 
direction. The sales technique, the service standard and the 
investment policy adopted by the L.I.C. failed to motivate 
the people. But, after the nationalisation of the life 
insurance business in India, a number of departures have 
been made. The L.I.C has undertaken and improved upon the 
sales and service standards of life insurance business. It 
introduced several types of policies to cater to the needs 
of the urban population. It also exploded the rural field 
for the first time. The various development programmes and 
training schemes of the L.I.C. had a healthy influence on 
the growth of life insurance business. This can be seen from 
the fact that before nationalisation, the life insurance 
business in the country was operated from 97 centres which 
were almost entirely urban in character with 245 different 
insurance companies. Today the L.I.C conducts its affairs 
from 600 centres in the country (through 1280 offices), 
starting with a meagre Rs.283 crores of life insurance 
business in 1957, it has now reached the figure of 
Rs.9,107.59 crores in 1986-87 in individual business alone 
and Rs.21752.12 crores, taking into account the individual 
assurance and group business together. The number of 
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eraployees in the service of the L.I.C. has also increased 
from 21000 in 1956 to 70000 employees in 1987-88. The growth 
of life insurance business has been estimated on the basis 
of new business, business in force and group insurance have 
been fixed for the period 1988-89 to 1990-91. These targets 
for individual insurance increased from 53 lakhs policies 
in 1988-89 to 70.20 lakh policies in 1990-91, indicating an 
overall increase of nearly 32.45 per cent with a rate of 
growth of nearly 10.8 per cent. Similarly, the sum assured 
has gone up from Rs.15080 crores in 1988-89 to Rs.23560 
crores in 1990-91, showing an overall rise of nearly 56.23 
per cent with a rate of growth of nearly 18.7 per cent. 
Likewise, the total business in force in respect of number 
of policies rose from 342 lakh policies in 3 1988-89 to 392 
lakh policies in 1990-91, i.e., an overall increase of 
nearly 14.16 per cent, with an annual rate of growth of 
nearly 4.9 per cent. The sum assured and bonuses are 
expected to go up from Rs.59662 crores in 1988-89 to 
Rs.85913 crores in 1990-91. This shows an overall increase 
of nearly 44 per cent with an annual rate of growth of 
nearly 14.7 per cent. All this shows that the rate of growth 
in sum assured (new business) is much higher than the rate 
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of growth in number of policies, sum assured and bonuses in 
total business in force. 
The target of group insurance business in India, i.e., 
in respect of number of schemes in force is expected to go 
up from 20150 in 1987-88 to 24100 in 1989-90, i.e.,an 
overall increase of nearly 19.6 per cent with a rate of 
growth of nearly 6.5 per cent. Similarly, the number of 
lives under existing and new schemes will increase from 
10200 in 1987-88 to 11800 in 1989-90, showing an overall 
increase of nearly 15.68 per cent with a rate of growth of 
more than 5 per cent during the period under review. Thus, 
we can conclude from the above discussion that the rate of 
growth in the number of schemes in force will be higher than 
the rate of growth in number of lives under existing and new 
schemes. When we compare the individual insurance (new 
business) with group insurance it has been found that the 
rate of growth in individual insurance is much higher than 
the rate of growth in group insurance. This has been so 
because every body prefers individual insurance rather than 
the group insurance on account of the fact that the 
incentives in individual insurance is much higher as 
compared to the group insurance. 
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We have discussed the nature and characteristics of 
different forms of assets with regard to their suitability 
for the L.I.C.'s investment. It has been observed that no 
security justifies the entire investment criteria of safety, 
yield, liquidity, marketability and ease of management etc. 
Government securities for example, provide safety of capital 
and income but poses the problem of calculating the interest 
rate. The return from Government securities is also 
inadequate to meet the contractual obligations of the L.I.C. 
While mortgage provide maximum degree of safety, they have 
poor marketability. The procurement, supervision, control 
and procedure for foreclosure in case of failure of the 
borrower to pay the principal or interest, entails heavy 
responsibilities on the Life Insurance Corporation. Besides 
the realisation of principal amount and interest in 
instalments also presents the problem of the constant 
reinvestment of small sums of money. Investment in real 
estats, especially in 'housing' besides providing adequate 
yield with possibility of appreciation, enables the 
Corporation to perform a useful 'social function'.But this 
type of investment also involves the problem of management 
which is considered foreign to a life office business. 
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Among corporate securities debentures produce income 
dependability but they require careful analysis of the 
financial worthiness of the issuing company. Similarly, only 
few high grade preference issues compare favourable with 
sound debentures as for as stability of income and safety of 
principal to the Corporation are concerned. Investment in 
equities provide a hedge against inflation. In a period of 
rising prices, they supplement the limited return received 
on debentures, and offer better chances for appreciation of 
capital. However, the yield from equities is more cyclical. 
In order to insure an adequate income during 
depression , the L.I.G. must have a substantial portion of 
its funds in fixed income securities. 
All the arguments for and against a particular type of 
investment lead to the conclusion that risk is inevitable. 
In a developing economy it is ideal to dream a 'care free' 
investments. This requires that the Corporation must 
diversify its investments in order to maximise yield and to 
minimise the chances of losses. By spreading its risks both 
on the basis of regions and industries and by distributing 
its investments in different types of companies, it would 
earn compensation for losses in one direction through 
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profits in another. Such a policy besides protecting the 
fund becomes one of the important sources of flow of funds 
for diversifying capital in different sections of the 
economy. If wisely followed such a policy will not only 
bring the larger return for the policy-holders but would 
also help the economy in general. 
It has also been pointed out that the investment policy 
of the L.I.C. is conditioned by legal environs, nature and 
characteristics of businesses etc. It is important that the 
L.I.C. should invest its funds in such a manner so as to 
ensure due fulfilment of its contractual obligations. This 
implies that the Life Insurance Corporation (L.I.C.) must 
endeavour to earn the maximum possible yield consistent 
with the safety of its 6 funds. It has also been observed 
that the effective mobilisation of savings has given an 
enormous economic power to life insurance business which 
should be harnessed for the larger economic and social 
interest of the country. Finally, the investment policy of 
the L.I.C. should, as for as possible, harmonise with the 
objects of our planned economy. This is important because 
the furtherance of the public interest has good publicity 
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value which is conducive to the growth of life insurance 
business in India. 
So far as the impact of life insurance business on the 
volume and form of saving is concerned, it can be concluded 
that the L.I.C. by augmenting the desire to save and through 
the contractual payment of premium, influences both the form 
and volume of personal savings. Thus, through mobilising 
savings from the people, the Corporation helps in the 
capital formation both in the private and public sectors. 
The statistical study has also shown the impact of life 
insurance savings on capital formation and has revealed that 
the growth of life insurance is positively related to the 
economic development of the country. Since the impact of 
the investment of the L.I.C. on various sectors of the 
country will depend upon its resources, it is important to 
enquire into the future prospects of the growth of life 
insurance business. This has been done in the chapters 
preceding this final chapter of the thesis. 
As for the investment policy of the Life Insurance 
Corporation of India, it has been pointed out that a 
significant proportion of the total capital both in the 
public sector and the private sector has been provided by 
-280-
the L.I.C. This is evident from the fact that the total 
investment of the L.I.C. (private and public sectors) has 
increased by nearly 3889.69 per cent, i.e.,from Rs.349.30 
crores in 1957 to Rs.13936 crores in 1986-87 (see Table No.7 
Chapter 1). From the growing volume of life insurance funds 
it can be concluded that even a larger portion of the total 
individual savings will be channelised through the L.I.C. 
These facts have imposed on the L.I.C. a socio-economic 
responsibility not only towards the policy-holders for the 
preservation of policy resources but also to the nation for 
investing its funds in a manner conducive to the public-
interest. 
It has also been observed that the investment policy of 
the L.I.C. with special reference to the economic 
development and capital formation in the country poses an 
important questions to be answered in any thesis of this 
type. The analysis has shown that economic changes have had 
a considerable influence on the portfolio structure of the 
insurers. This has also been proved by the experience of the 
investment pattern of the insurers in other countries. In 
pursuing an active investment policy the insurers in foreign 
countries anticipate economic changes and forecast demand 
for capital funds in the various sectors of the economy. 
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They devise means to enter the new investment market first 
and take full advantage of their position. This enables them 
to earn more and serve the best interest of their policy-
holders. The same pattern should be adopted by the L.I.C. in 
investing funds here. 
In the light of the above observation, it can be 
pointed out that the Life Insurance Corporation (L.I.C.) 
could not succeed in achieving the aims and objectives as 
was expected from nationalisation. One reason for this could 
be attributed to its investment policy which has lagged in 
many ways. It may also be observed that the various 
financial institutions via the U.T.I., the I.F.C.I., and the 
I.C.I.C.I. etc. are investing their mobilised money in 
different sectors and regions of our country. The pattern of 
their investment and broad policy of investment is on the 
same line as those initiated by the L.I.C. The findings of 
the study reveal that the investment policy of the L.I.C. is 
rigid, inelastic and non-aggressive while the investment 
policy of the U.I.I., the I.F.C.I, and the I.C.I.C.I is 
soft, flexible and aggressive. The L.I.C. invests its major 
part of the funds in Government securities. There is no 
risk in the loss of capital in these investments. As a 
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result the yield on these securities because of their safety 
and liquidity features, have generally been lower than on 
other investments. On the other hand, in case of the U.T.I., 
the I.F.C.I. and the I.C.I.C.I., their major funds are 
invested in corporate securities with high risk. 
Consequently, the yield on these securities is generally 
higher than on other investments. 
The comparative study also reveals that in terms of the 
rate of increase of security holdings, the U.T.I. occupies 
the top position among the institutional holders of 
securities of private industry. The findings of the study 
also confirms the widely-held belief that the U.T.I.'s 
investments are concentrated heavily in securities of large 
and well established companies as also group companies 
belonging to leading business houses. A major contribution 
of the Life Insurance Corporation (L.I.C.) and other 
financial institutions has been for promotion and 
development of small-scale industries in the form of direct 
loans to Co-operative Societies and other bodies for setting 
up industrial estates which provide necessary infrastructure 
facilities to small-scale industrial sector. Additionally, 
they provide investments to corporate sector by way of 
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subscription of shares (both equity and preference ) and 
debenture issues floated by companies and by way of grant of 
term loans. They also provide finance to projects engaged in 
production of essential commodities such as fertilisers, 
sugar, vegetable oils, cement, drug, paper, etc. A large 
amount of their funds are invested in socially oriented 
schemes of the Government, namely, the housing schemes, 
provision of health schemes, transport, v?ater supply and 
sewerage schemes, social security schemes, electricity, 
agriculture, education, railways, etc. It is especially in 
these field that the role of the L.I.C. has got to be 
enhanced so that this important Governmental agency proves 
to be an institution of change for the socio-economic 
advancement of the country. 
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